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Power Corporation of Canada 


Financial Highlights For the years ended December 31 


(in millions of dollars, 


except per share information) 


2001 2000 
Total revenue 18,360 16,885 
Net earnings 618 657 
Operating earnings per participating share, 
before goodwill amortization and non-recurring items 2.87 2.50 
Net earnings per participating share 2.74 293 
Dividends paid per participating share 0.6750 0.5750 
Consolidated assets 68,730 60,632 
Consolidated assets and assets under administration 182,641 142,289 
Shareholders’ equity 4,692 3,938 
Book value per participating share 19.38 16.91 
Participating shares outstanding (in millions) 221.1 220.4 
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Si vous préférez recevoir ce rapport annuel en francais, 


veuillez vous adresser au Secrétaire, 


Power Corporation du Canada 


751, square Victoria, Montréal (Québec) Canada H2Y 2]3 ou 


bureau 2600, Richardson Building, 1 Lombard Place, 
Winnipeg (Manitoba) Canada R3B 0X5 


{II 


Profile 


Power Corporation of Canada is a diversified management and 


holding company. 


Power Corporation holds the controlling interest in Power 
Financial Corporation, which in turn controls Great-West Lifeco 
Inc. and Investors Group Inc. Power Financial and the Frere 
group each hold a 50 per cent interest in Parjointco N.V., which 
controls Pargesa Holding $.A. Power Corporation also holds a 
100 per cent interest in Gesca Ltée and Power Technology 


Investment Corporation. 


Great-West Lifeco Inc. holds a 100 per cent interest in 

The Great-West Life Assurance Company (“Great-West Life”) and 
in Great-West Life & Annuity Insurance Company. Great-West Life 
also holds a 100 per cent interest in London Insurance Group 
Inc., which in turn owns a 100 per cent interest in London Life 
Insurance Company. Total assets and assets under administration 


of Lifeco and its operating subsidiaries are over $98 billion. 


The Great-West Life Assurance Company is a Canadian life and 
health insurance company providing group insurance and 
disability insurance products plus a broad selection of insurance 
and retirement savings and income products, including a range 


of investment funds. 


London Life Insurance Company offers financial security advice 
through its Freedom 55 Financial division. London Life provides 
savings and investment, retirement income and individual life 
insurance products and mortgages in Canada and operates 
internationally through its subsidiary London Reinsurance Group 


Inc., a supplier of reinsurance in the United States and Europe. 


Great-West Life & Annuity Insurance Company operates in the 
United States of America, providing employee benefits for 
corporations and meeting the retirement income needs of 


employees in the public/non-profit sector. 


Investors Group Inc. is one of Canada’s leading financial 
services companies with over $41.6 billion in assets under man- 
agement and a network of 3,400 consultants. In addition to an 
exclusive family of mutual funds, managed asset and other invest- 
ment vehicles, Investors Group offers a wide range of mortgage, 
insurance and brokerage services. Together, Investors Group and 
Mackenzie Financial Corporation comprise Canada’s largest 
mutual fund organization with over $80 billion in assets under 


management and administration. 


Mackenzie Financial Corporation is an integrated financial 
services company whose core business is the management of 
mutual funds in Canada, with a distribution relationship with over 
37,000 independent financial advisers. Mackenzie offers a family 
of mutual and segregated funds, provides trustee, administrative 
and securities services and offers a wide variety of deposit and 


lending products. 


The Pargesa group holds significant positions in a selected 
number of large companies based in Europe. These companies 
operate in strategic industries including media, energy, water, 


waste services, and specialty minerals. 


Gesca Ltée holds a 100 per cent interest in the Montréal daily 
newspaper La Presse and six other daily newspapers in the 


provinces of Québec and Ontario. 


Group Organization Chart 
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Above percentages denote participating equity interest as at December 31, 2001. 


() Through its wholly owned subsidiary, Power Financial Europe B.V., 
Power Financial Corporation held a 50 per cent interest in Parjointco N.V. 
Parjointco held a voting interest of 61.4 per cent and an equity interest 
of 54.6 per cent in Pargesa Holding S.A. 

(2) 65 per cent direct and indirect voting interest 
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II 


Directors’ Report to Sharebolders 


Power Corporation reported operating earnings, before amortiza- 
tion of goodwill and other items of a non-recurring nature, of 
$646 million or $2.87 per participating share in 2001, compared 
with $563 million or $2.50 per share for the corresponding 
period of 2000. This represents an increase of 14.8 per cent on 

a per share basis, mainly attributable to an increase in Power 
Financial’s contribution. 

Goodwill amortization, which primarily consists of the 
Corporation’s share of goodwill recorded by its subsidiaries, was 
$75 million in 2001 or $0.34 per share, compared with $44 million 
in 2000 or $0.19 per share. The increase results mainly from 
goodwill amortization recorded by Investors Group Inc. on the 
acquisition of Mackenzie Financial Corporation in the second 
quarter of the year. 

As previously reported, Power Corporation’s share of specific 
charges recorded by Great-West Lifeco Inc., in 2001 relating to 
Alta Health & Life Insurance Company and to a claims provision 
resulting from the September 11, 2001 events, amounted to 
$128 million or $0.58 per share. 

Other income was $175 million or $0.79 per share in 2001, 
compared with $138 million or $0.62 per share in 2000. In 2001, 
other income includes the Corporation's share of other income 
recorded by Power Financial, primarily related to the acquisition 
of Mackenzie by Investors Group and, to a lesser extent, to net 
gains recorded by the Pargesa group, as well as the Corporation’s 
share of net non-recurring items related to Power Technology 
Investment Corporation (PTIC) and Gesca Ltée. In 2000, other 
income was composed of gains realized by Power Broadcasting 
Inc, (the predecessor company of PTIC) on the sale of its commu- 
nications assets and, to a lesser extent, of the Corporation’s share 


of non-recurring items recorded by Pargesa Holding. 


Net earnings, including amortization of goodwill and other 
items of a non-recurring nature, were $618 million in 2001 or 


$2.74 per share, as against $657 million or $2.93 per share in 2000. 


Dividends 

Dividends paid in 2001 on the Corporation's Participating 
Preferred and Subordinate Voting Shares rose to 67.5 cents per 
share, compared with 57.5 cents per share in 2000, an increase of 
17 per cent. Common share dividends were also increased during 
the year at Power Financial Corporation, Great-West Lifeco Inc., 


Investors Group Inc. and Pargesa Holding S.A. 


Subsidiaries’ Results 

Power Financial Corporation’s operating earnings, before 
goodwill amortization and non-recurring items, were $906 mil- 
lion or $2.53 per common share in 2001, compared with 

$789 million or $2.18 per share in 2000 for an increase of 

16.1 per cent. Most of the growth is attributable to both Great- 
West Lifeco and Investors Group. 

Goodwill amortization consists primarily of Power Financial’s 
share of goodwill amortization recorded by its subsidiaries. 
Goodwill amortization for 2001 was $107 million or $0.31 per 
share, compared with $63 million or $0.18 per share in 2000. This 
increase results from goodwill recorded by Investors Group on 
the acquisition of Mackenzie Financial during the second quarter 
of the year. Power Financial’s share of specific charges recorded in 
2001 by Great-West Lifeco, relating to Alta Health & Life and to a 
claims provision resulting from the events of September 11, 2001, 
amounted to $189 million or $0.55 per share. 

Other income was $269 million or $0.77 per share in 2001, 
compared with $60 million or $0.18 per share in 2000. Other 
income in 2001 consisted of net non-recurring items of $197 mil- 


lion recorded during the second quarter of 2001 in connection 


with the acquisition of Mackenzie Financial as well as Power 
Financial’s share of gains attributable to the Pargesa group. Power 
Financial’s net earnings, including goodwill amortization and 
other items of a non-recurring nature, were $879 million or 
$2.44 per share in 2001, as against $786 million or $2.18 per 
share in 2000. 

Great-West Lifeco reported net income attributable to common 
shareholders on an adjusted basis of $753 million for the 12 months 
ending December 31, 2001, an increase per share of 18 per cent 
over 2000. This result is before two specific adjustments, composed 
of a third-quarter claims provision in Canadian operations of 
$73 million from the events of September 11, 2001, and a second- 
quarter charge of $165 million in United States operations 
associated with Alta Health & Life. Net income including these 
non-recurring charges was $515 million, compared with 
$643 million in 2000. 

Great-West Lifeco, in Canada, reported adjusted consolidated 
net earnings attributable to common shareholders of $322 mil- 
lion, up 25 per cent from a year ago. This adjusted result excludes 
a third-quarter charge of $73 million related to a reinsurance 
claims provision resulting from the events of September 11, 2001. 
Including the September 11, 2001 charge, Canadian consolidated 
net earnings of Great-West Lifeco attributable to common share- 
holders were $249 million, compared with $257 million a year ago. 

Great-West Lifeco, in the United States, reported adjusted 
consolidated net earnings of $431 million, compared with 
$386 million a year ago, an increase of 12 per cent. The United 
States adjusted result does not include a non-recurring charge of 
$133 million after tax or operating losses of $32 million recog- 
nized in the second quarter of 2001, both associated with Alta 
Health & Life. 

Investors Group reported net income attributable to common 


shareholders of $388 million, being an increase per share of 


16 per cent, prior to goodwill amortization and a restructuring 
charge related to the acquisition of Mackenzie Financial 
Corporation, compared with $284 million in 2000. After accounting 
for a restructuring charge related to the Mackenzie acquisition of 
$96 million pre-tax taken in the second quarter, net income was 
$332 million prior to goodwill amortization and $260 million 
after goodwill amortization. Assets under management and 
administration of Investors Group at December 31, 2001 totalled 
$83.1 billion, compared with $46.2 billion in 2000, reflecting the 
increase in assets resulting from the Mackenzie acquisition. 

Mutual fund sales related to Investors Group’s operations for 
the twelve-month period were $6.0 billion, compared with 
$7.1 billion in the prior year. Mutual fund net sales for the period 
were $1.03 billion, compared with $976 million in the prior year. 

Mackenzie’s Canadian operations reported mutual fund sales 
for the year ended December 31, 2001 of $5.5 billion, compared 
with $6.2 billion in the prior year. Mutual fund net sales for the 
period were $280 million, compared with $1.5 billion in 2000. 
Mackenzie showed strong investment performance relative to a 
general decline in markets. 

Power Financial’s share of net operating earnings of its 


European affiliate, before goodwill amortization, was $39 million 


Earnings per Share before 
Amortization of Goodwill and 
Non-Recurring Items (in dollars) 


Book Value per Share 


(in dollars) 
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in 2001, as compared with $52 million in 2000. In addition, Power 
Financial’s net share of other income of a non-recurring nature 
recorded by Pargesa amounted to $72 million in 2001, as com- 
pared with $60 million in 2000. 

In 2001, Pargesa’s operating earnings were impacted princi- 
pally by a lower contribution from the media sector, partly offset 
by higher dividends received from TotalFinaElf and Suez. 
Bertelsmann and RTL Group had to face the economic slowdown 
and especially lower advertising revenues combined with Internet 
expenses and the impact of the September 11 events on markets in 
which they operate. Pargesa recorded earnings of a non-recurring 
nature of $268 million in 2001, including the gain resulting from 
the exchange by GBL of its 30 per cent interest in RTL Group for a 
25 per cent interest in Bertelsmann, compared with $221 million 
in 2000. 

The net contribution of Power Corporation’s wholly owned 
subsidiaries, Gesca Ltée and Power Technology Investment 
Corporation, was nil in 2001, compared with $106 million in 
2000. In 2000, Power Broadcasting Inc. (PBI), the predecessor 
company of PTIC, recorded net gains as a result of the sale of all 
its communications assets. In 2001, the net gains recorded by 
PTIC were lower than those in 2000 and relate primarily to its 
investment in BioChem Pharma Inc. Also, during 2001 the 
Corporation recorded the impact of costs to be incurred by 
Gesca as a consequence of the signature of an outsourcing 


contract discussed later in this report. 


Group Developments 

North America 

Financial Services 

In April 2001, Investors Group successfully completed the acquisi- 
tion of Mackenzie Financial Corporation in payment for which 


Investors Group issued 38,802,952 of its common shares and paid 


$3.2 billion in cash. Power Financial and Great-West Life partici- 
pated in the transaction by investing in common shares of 
Investors Group. Mackenzie is one of Canada’s premier manufac- 
turers and distributors of mutual funds and other managed asset 
products. Mackenzie was particularly attractive to Investors Group 
for its success in focusing on the independent financial planner 
and full-service broker distribution channels. Together, Investors 
Group and Mackenzie comprise Canada’s largest mutual fund, 
managed asset and wealth creation companies. 

In November 2001, Power Corporation issued 8,000,000 Non- 
Cumulative First Preferred Shares, Series B, at $25 per share for 
gross proceeds of $200 million, carrying a 5.35% annual dividend. 
Proceeds were used to supplement the Corporation’s financial 


resources and for general corporate purposes. 


Technology and Communications 

Following the sale of all of its communications assets in 2000, 

PBI was renamed PTIC and redeployed in the biotechnology and 
technology sectors. Part of the proceeds from the sale were 
re-invested in shares of BioChem Pharma, which was subsequently 
amalgamated with Shire plc, and in other investments. 

In mid-January 2001, Gesca Ltée successfully completed the 
acquisition of Unimédia Inc., a French-language newspaper pub- 
lishing company. The transaction included, among other assets, 
three daily newspapers: Le Soleil in Québec City, Le Droit in 
Ottawa, and Le Quotidien in Chicoutimi, as well as 15 weeklies 
and three printing operations. In February 2001, Gesca sold 
almost all its weekly newspapers, including the weekly papers and 
various other publications acquired in the Unimédia transaction. 
Early in 2002, Gesca entered into two agreements. Under the first, 
Gesca will outsource the printing of La Presse and its related 
products. Under the second agreement, which is subject to due 


diligence and regulatory approval, Gesca will sell three commer- 


cial printing plants. In conjunction with these sales, Gesca signed 
a long-term contract to outsource the printing of Le Soleil, Le 


Nouvelliste, and Le Droit. 


Europe 

In April 2001, the Pargesa group continued its ongoing program 
directed at simplifying its organizational structure by amalgamating 
two of its major holding companies: Groupe Bruxelles Lambert S.A. 
and Electrafina S.A. The amalgamated entity kept the name Groupe 
Bruxelles Lambert S.A. Pargesa held a 48.1 per cent equity interest 
(50.1 per cent of the voting rights) in the new Groupe Bruxelles 
Lambert S.A. at December 31, 2001. 

In July 2001, Groupe Bruxelles Lambert successfully closed the 
transaction announced earlier in the year whereby GBL exchanged 
its 30 per cent interest in RTL Group for a 25 per cent interest in 
Bertelsmann AG. The transaction also allows the Pargesa group’s 
media interests, which were focused in Europe and on television 
and radio, to evolve into a much diversified global media business 
with book and magazine publishing, music, television, radio, 
printing, electronic media, and Internet activities in Europe, 


North America and Asia. 


Board of Directors 

At the Annual Meeting on May 17, 2001, shareholders elected 
Mr. Anthony R. Graham, Dr. James R. Nininger and Mr. Amaury- 
Daniel de Seze to the Board of Directors. 

Mr. Graham is President of Wittington Investments, Limited, 
an investment management company based in Toronto, Canada, 
and brings to Power the benefit of many years of experience in the 
Canadian financial services industry. 

Dr. Nininger, until August 2001, was President and Chief 
Executive Officer of the Conference Board of Canada, a well known 


independent applied research organization. 


Mr. de Seze is President and Chief Executive Officer of P.A.I. 
management, a private equity investment corporation based in 
Paris, France. 

Five Directors are retiring from the Board, having reached the 
normal age of retirement under the Corporation’s by-laws. 

Mr. James W. Burns served as President of the Corporation 
from 1979 to 1986 and as Deputy Chairman from 1986 to the pre- 
sent. He served as Chairman and Chief Executive Officer of Power 
Financial Corporation from 1986 to 1990. Mr. Burns began his 
outstanding career with Great-West Life in 1953. He rose to 
become its President and Chief Executive Officer in 1971 and 
Chairman in 1978. He is also Chairman of Great-West Lifeco and 
London Life and serves as a member of the Board and Executive 
Committees of Investors Group and several other Power group 
companies. In recognition of his long service and continuing 
contribution to the affairs of the group, Mr. Burns will be named 
Director Emeritus of Power Corporation. 

The Honourable William G. Davis was first elected to the 
Board in 1985, following a distinguished career of public service 
which included 14 years as Premier of the Province of Ontario. He 
served as Chairman of the Audit Committee, as well as a member 
of the Executive and Compensation committees of the Board. 

He has also served as Vice-Chairman of the Power Corporation 
International Advisory Council, a post he will continue to hold fol- 
lowing his retirement from the Board. 

Mr. F. Ross Johnson joined the Board in 1982 bringing with 
him many years of experience in business in North America. 

He served Power Corporation as Chairman of the Compensation 
Committee and as a member of the Executive Committee and the 
International Advisory Council. He will continue to serve as a 
member of the Council. 

Mr. Jacques de Larosiere de Champfeu became a Director in 


1998 following a remarkable career which has included service as 


Governor of the Bank of France, Managing Director of the 


International Monetary Fund, and President of the European Bank 


for Reconstruction and Development. 
Dr. Sylvia Ostry has served as a Director of Power Corporation 
since 1997 and of Power Financial Corporation since 1990. She 


served as a member of the Audit Committee of each company, as 


well as a member of the Power Corporation International Advisory 


Council. Dr. Ostry is a leading academic and public servant with 
distinguished service as a Deputy Minister, as Ambassador for 
Canada as well as Head of the Economic and Statistics 
Department of the Organization for Economic Cooperation and 
Development in Paris, France. She will continue to serve as a 
member of the Power Corporation International Advisory 
Council. 

The Board wishes to thank each of these Directors for their 
outstanding contribution over the years to the Board and to the 


growth and development of the Corporation. 


Conclusion 
The results for the year 2001 are more than satisfactory and are 
the product of Power Corporation’s strategy of providing long- 


term growth in value for its shareholders. 


The tragic events of September 11, 2001 have affected the lives 


of many. They have changed the world in which we live and have 
had an impact on the economies of the countries in which we 
invest. The companies in our group have risen to this challenge 
and are well placed to participate in economic recovery. 


Above all, our society is resilient and the fundamental values 


which we hold — freedom, democracy and tolerance — will serve us 


well through difficult times. 


Your Directors wish to express gratitude on behalf of the 
shareholders for the important contribution of the employees and 
representatives of Power Corporation and its associated companies 


to the successful results that have been achieved in the year 2001. 


On behalf of the Board of Directors, 


ae 


Paul Desmarais, Jr. 


Chairman and Co-Chief Executive Officer 


Le 


André Desmarais 


President and Co-Chief Executive Officer 


April 8, 2002 


Management’s Discussion and Analysis of Operating Results 


Except as otherwise indicated, all figures are expressed in Canadian dollars. 


Forward-Looking Statements 


This report includes forward-looking statements about objectives, strategies and expected financial results. These statements are inher- 
ently subject to risks and uncertainties beyond the Corporation’s control including, but not limited to, economic and financial condi- 
tions globally, regulatory developments in Canada and elsewhere, technological developments and competition. These and other factors 
may cause the Corporation’s actual performance to differ materially from that contemplated by forward-looking statements, and the 
reader is therefore cautioned not to place undue reliance on these statements. 


Readers are referred to the condensed supplementary financial 
statements of Power Corporation further in this annual report. 
The supplementary financial statements set out the sources of the 
earnings, assets and capital resources of the Corporation. 


This section of the annual report deals with financial results for 
the year 2001, and the following describes the structure of the 
group at December 31, 2001. 


The principal asset of Power Corporation of Canada (Power 
Corporation) is its 67.5 per cent interest in Power Financial 
Corporation (Power Financial), which holds substantial interests 
in the financial services field in Canada and the United States. 
Power Financial holds a controlling interest in Great-West Lifeco 
Inc. (Lifeco) and Investors Group Inc. (Investors Group). These 
companies and their subsidiaries manage and distribute an extensive 
range of financial products and services to individuals and corpo- 
rations as well as public and non-profit entities and constitute an 
important part of the assets and results of the Corporation. In 
Canada, Lifeco controls a 100 per cent voting interest in The Great- 
West Life Assurance Company (Great-West Life), which in turn 
holds 100 per cent of London Insurance Group Inc. (LIG); LIG in 
turn holds 100 per cent of London Life Insurance Company 
(London Life). In the United States, Lifeco controls a 100 per cent 
voting interest in Great-West Life & Annuity Insurance Company 
(GWL&A). In April of 2001, Investors Group acquired 100 per 
cent of Mackenzie Financial Corporation (Mackenzie). 

Power Financial also holds, jointly with the Frere group of 
Belgium, a controlling interest in Pargesa Holding S.A. (Pargesa). 
The Pargesa group has substantial holdings in a selected number 
of major media (Bertelsmann AG), oil and gas, and petro- 
chemicals (TotalFinaElf), energy, water and waste services (Suez) 
and specialty minerals (Imerys) companies based in Europe. 

Through its wholly owned subsidiary, Gesca Ltée (Gesca), 
Power Corporation has a direct interest in the communications 
sector. Gesca has for a long time been engaged in the publication 
of newspapers, and in the printing and publishing sector in 
Québec. As previously reported, in January 2001, Gesca completed 
the acquisition of Unimédia Inc., which published three daily 
newspapers (Le Soleil in Québec City, Le Droit in Ottawa and 
Le Quotidien in Chicoutimi). In February 2001, Gesca sold almost 
all its weekly newspapers, including the weekly papers and vari- 
ous other publications acquired in the Unimédia transaction. 

In July 2001, Gesca and Bell Globemedia Interactive, a division 
of Bell Globemedia Inc., announced a new venture to market 
Workopolis products and services to Québec recruiters and job 


seekers. A French edition of workopolis.com was launched in 
mid-September with all the tools and features that have made 
workopolis.com the leading online job site in Canada. 

In November 2001, Gesca joined G.T.C. Transcontinental 
Group Ltd. and Metro International S.A., the world’s leading 
publisher of free transit-system newspapers, by acquiring a 
minority participation in Métro. The newspaper has a circulation 
of over 100,000 and is distributed in the 65 stations of Montréal’s 
subway system. 

Following the sale of all its communications assets in 2000, 
Power Broadcasting Inc. (PBI), another wholly owned subsidiary 
of the Corporation, was renamed Power Technology Investment 
Corporation (PTIC); PTIC focuses on the technology and 
biotechnology sectors. 

Power Corporation also has investments in Asia, including a 
4.6 per cent interest in CITIC Pacific Limited. 

Management's discussion and analysis of the Corporation’s 
2001 financial results focuses mainly on the operations of each of 
the principal entities within the group; information regarding the 
subsidiaries and affiliate is based upon information provided by 
them. In addition to the consolidated financial results presented 
in this report, management has also prepared condensed 
supplementary financial statements of the Corporation, as in pre- 
vious years, with its principal subsidiaries accounted for on the 
equity basis in order to facilitate the discussion and analysis of 
each of its activities. A discussion of the financial results, assets, 
liquidity and financial resources, and the outlook for Power 
Financial’s subsidiaries and for Pargesa, have been provided to 
give readers a greater understanding of Power Corporation’s 
underlying assets, earnings base and financial resources. In estab- 
lishing its statement of earnings, Power Financial uses the flow- 
through presentation as reported by Pargesa. Pargesa’s financial 
statements may be adjusted to conform to Canadian GAAP. 

Power Financial, Lifeco, Great-West Life, LIG, London Life and 
Investors Group each publish an annual report. Pargesa will pub- 
lish its 2001 annual report in May 2002. Copies of the annual 
reports of Lifeco, Great-West Life, LIG, London Life, Investors 
Group and Pargesa are available from the Secretary of each of 
these companies or from the Secretary of Power Corporation. 


Presentation of Financial Results 

In analyzing its financial results with its principal subsidiaries 
accounted for on an equity basis, Power Corporation subdivides 
its net earnings into the following components: 


* operating earnings, before goodwill amortization and non- 
recurring items, which include Power Corporation’s share of 
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Power Corporation of Canada 


operating earnings, before goodwill amortization and 
non-recurring items, of its subsidiaries as well as results from 
corporate activities. Non-recurring items include the 
Corporation’s indirect share of specific charges recorded 

by Lifeco in 2001 as well as other income.Excluding non-recur- 
ring items from the share of earnings of subsidiaries provides a 
better sense of the performance of these companies’ ongoing 
operations. Operating earnings are presented in a consistent 
manner compared with previous years, except for the impact 
of goodwill amortization which has been isolated in order to 
provide a basis for comparison in the future, given the new 
accounting rules regarding goodwill (see Note 1 to the financial 
statements), and the 2000 results have been revised according- 


ly; 


¢ goodwill amortization, which represents the impact of good- 
will related to subsidiaries (both amortization of Power 
Corporation’s own goodwill on its investments and its share of 
goodwill recorded by subsidiaries). Included in goodwill amorti- 
zation for the full years 2000 and 2001 is the Corporation’s share 
of goodwill amortization as reported by Pargesa, representing 
$0.02 per share in 2000 and in 2001; 


° share of specific charges recorded by Lifeco in 2001, relating to 
Alta and to the September 11 events; 


° other income, which includes the Corporation’s share of other 
income recorded by subsidiaries. 


Highlights 
In 2001, Power Corporation posted net earnings of $618 million, 
compared with $657 million in 2000. Earnings per participating 
share amounted to $2.74 in 2001, compared with $2.93 in 2000. 
Operating earnings, before goodwill amortization and non- 
recurring items (as described above), amounted to $646 million, 
or $2.87 per participating share, compared with $563 million or 
$2.50 per share in 2000, an increase of 14.8 per cent on a per 
share basis; year-over-year variance in operating earnings, before 
goodwill amortization and non-recurring items (+ $83 million in 
total) primarily reflects the significant increase (+ $77 million) in 
the share of operating earnings, before goodwill amortization and 
non-recurring items, from subsidiaries, mainly due to strong 
operating results recorded by Power Financial. 


Consolidated revenues for the year ended December 31, 2001 
were $18.4 billion, compared with $16.9 billion in 2000. This 
increase is primarily due to increases in premium income and fee 
income. Consolidated expenses were $16.6 billion in 2001, com- 
pared with $15.1 billion in 2000, due principally to increases in 
amounts paid or credited to policyholders as well as operating 
expenses and special charges. The accounts include the revenues 
and expenses of Mackenzie for the period starting on the acquisi- 
tion date. 

Consolidated assets and assets under administration of the 
Power Corporation group of companies stood at $182 billion at 
the end of 2001 (2000 — $142 billion). 

Power Corporation’s consolidated assets stood at $68.7 billion 
at year-end 2001, as against $60.6 billion at the end of 2000. 

Assets under administration increased to $113.9 billion at the 
end of 2001 from $81.7 billion in 2000. These include the 
segregated funds of Lifeco, which are predominantly used to fund 
pension plan obligations of policyholders and provide clients with 
a vehicle for investing in group and individual savings plans; the 
market value of these segregated funds was $38.9 billion as at 
December 31, 2001 (2000 — $37.2 billion). Investors Group’s 
mutual fund assets, at market value, were $75.0 billion in 2001, 
compared with $44.5 billion at the end of 2000; this increase is 
mainly due to the inclusion of Mackenzie’s mutual fund assets. 
Mutual fund assets consist of clients’ assets invested in proprietary 
mutual funds and other co-branded funds. Lifeco and Investors 
Group earn fee income from the management and administration 
of these assets. 


(In this section of the analysis, the principal subsidiaries are 
accounted for on an equity basis.) 


Earnings Summary 


Operating Earnings, before Goodwill Amortization 
and Non-Recurring Items 


Share of operating earnings of subsidiaries 

The Corporation's share of operating earnings of its subsidiaries 
Power Financial, Gesca and PTIC — before goodwill amortization, 
share of specific charges and other income — was $598 million in 
2001, compared with $521 million in 2000. 


Earnings Summary (in millions of dollars, except per share amounts) 


2001 2000 
— Total) ——_pershare Total (1) per share % 
Operating earnings 646 2.87 563 2.50 14.8 
Goodwill amortization (75) (0.34) (44) (0.19) 
Share of specific charges (128) (0.58) 
Other income 175 0.79 138 0.62 
Net earnings 618 2.74 657 2.93 


Sagan 


(1) before dividends on preferred shares 
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As in previous years, Power Financial was the major contribu- 
tor to the increase in share of operating earnings; complementary 
information on the results of Power Financial and its subsidiaries 
and affiliate is found below in the corresponding sections of the 
discussion and analysis. 


Corporate activities 
In 2001, the net contribution related to corporate activities was a 
profit of $48 million, compared with $42 million in 2000. These 
activities consist of income from investments less operating 
expenses, depreciation, and income taxes (as explained above, 
the amortization of the Corporation’s own goodwill on its sub- 
sidiaries is now included under “goodwill amortization”). 
Included in income from investments are gains recorded on 
the sale of marketable securities. As previously reported, the 
Corporation has, over the years, invested a portion of its cash in 
funds which, from time to time, make distributions in kind of 
securities when they go public. In 1999 and 2000 and, to a lesser 
extent, in 2001, the Corporation received securities of companies 
in the high-tech sector. Some of these securities were subse- 
quently sold, while others were held and in most cases hedges 
were put in place to minimize risks. Most of these hedges matured 
in 2000 and 2001, with the balance maturing in the first quarter of 
2002. Overall, after-tax net gains derived from the sale or hedging 
of such securities amounted to $71 million in 2001 ($0.32 per 
share), while hedges maturing early in 2002 will provide an addi- 
tional $18 million after tax ($0.08 per share). 


Goodwill amortization 

Goodwill amortization, which consists primarily of Power 
Corporation’s share of goodwill amortization recorded by its 
subsidiaries, amounted to $75 million ($0.34 per share) in 2001, 
compared with $44 million ($0.19 per share) in 2000. The 
increase in goodwill amortization in 2001 results mainly from 
goodwill recorded by Power Financial’s subsidiary Investors 
Group on the acquisition of Mackenzie. 


Share of specific charges recorded by Lifeco 

As reported in interim reports of the Corporation, Lifeco recorded 
charges in the first half of 2001 of $165 million, after tax, in 
United States operations related to Alta Health & Life Insurance 
Company, a subsidiary of GWL&A; Power Corporation’s share of 
these charges amounted to $88 million or $0.40 per share. In 
addition, third-quarter earnings of Lifeco include a claims provi- 
sion in Canadian operations of $73 million, after tax, from the 
events of September 11, 2001, which translates into $40 million, 
or $0.18 per share, for Power Corporation (for further informa- 
tion about these special items, please refer below to the section 
concerning the results of Lifeco). 


Other income 
Other income of a non-recurring nature, calculated on an equity 
basis, was $175 million in 2001, compared with $138 million in 


2000; these figures include Power Corporation’s share of other 
income recorded by its subsidiaries. 

The major component for 2001 is the Corporation’s share of 
Power Financial’s other income, consisting primarily of a dilution 
gain resulting from the issuance of common shares by Investors 
Group in connection with the acquisition of Mackenzie, partly 
offset by Power Financial’s net share of a restructuring charge 
related to this acquisition and, to a lesser extent, of its share of net 
gains attributable to the Pargesa group. Also included are Power 
Corporation’s share of net capital gains recorded by PTIC, as well 
as its share of costs to be incurred by La Presse as a consequence 
of the outsourcing contract signed early in 2002 (please refer to 
Subsequent Events further in this report). 

In 2000, other income included net gains realized by PBI on 
the sale of its communications assets ($97 million) and Power 
Corporation’s share of net gains recorded by Pargesa. 


Assets and Liabilities 

Cash and cash equivalents, composed of high-quality financial 
instruments, amounted to $386 million at the end of 2001, com- 
pared with $105 million at the end of 2000 (in this section, cash 
and cash equivalents do not include cash held by principal sub- 
sidiaries when accounted for on an equity basis). In the last quar- 
ter of 2001, the Corporation received net proceeds of $194 mil- 
lion from the issue of preferred shares, as explained below. 

The carrying value of investments in subsidiaries, when 
accounted for under the equity method, increased to $3.6 billion 
at year-end, compared with $3.1 billion in 2000, and represents 
the Corporation’s interests in Power Financial, Gesca and PTIC. 
The net increase is primarily due to the share of net earnings of 
the subsidiaries, net of dividends received by the Corporation, for 
an amount of $362 million, and to a lesser extent to the positive 
net variation of foreign translation adjustments for $90 million. 

Other investments amounted to $628 million at the end of 
2001 (2000 — $645 million) and included $435 million of 
marketable securities ($437 million in 2000) and $193 million of 
unquoted securities ($208 million in 2000). The most significant 
investment was a 4.6 per cent interest in CITIC Pacific Limited, 
at a cost of $434 million at year-end, unchanged from 2000. 

The Corporation uses various financial instruments to hedge 
either foreign currency fluctuations on its holdings of foreign 
currency denominated temporary investments or marketable 
securities, or the value of marketable securities received on 
distributions and included in other investments. The principal 
objective in using financial instruments is to protect the value of 
assets and/or expected cash flows, and the use of these instru- 
ments is monitored on an ongoing basis by senior management. 
Such hedging transactions are entered into with highly rated 
financial institutions. 


Liquidity and Capital Resources 

In managing cash and cash equivalents, the Corporation may 
invest in foreign currencies and thus be exposed to fluctuations in 
exchange rates; as reported above, in order to protect against 
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such fluctuations, the Corporation enters, from time to time, into 
currency hedging transactions. As at December 31, 2001, nearly 
all of the $386 million of cash and cash equivalents were 
denominated in Canadian dollars, or in foreign currencies com- 
bined with currency hedges. 

Cash requirements for the payment of dividends are met by 
dividend income from the subsidiaries, interest and dividends on 
cash and cash equivalents, and, when required, the Corporation’s 
cash position. The annual dividends declared on the participating 
shares of Power Corporation increased from 57.50 cents to 
67.50 cents in 2001. 


Shareholders’ Equity 

Shareholders’ equity at the end of 2001 was $4.7 billion, up from 
$3.9 billion as at December 31, 2000. The Corporation is predomi- 
nantly capitalized by participating shares. 

In November 2001, the Corporation issued $200 million of 
5.35% Non-Cumulative First Preferred Shares, Series B. The 
8,000,000 shares were issued at a price of $25.00 per share; 
dividends on the Series B First Preferred Shares equal $1.3375 per 
share per annum, payable quarterly. These preferred shares are 
perpetual, and may be redeemed for cash by the Corporation on 
and after November 28, 2006, in whole or in part, at fixed prices 
declining from $26.00 per share to $25.25 per share if shares are 
redeemed prior to November 28, 2010, and at $25.00 per share 
thereafter. 

Additionally, at year-end, there were 6,000,000 5.60% 
Non-Cumulative First Preferred Shares, Series A, outstanding with 
a carrying value of $150 million, and 1,139,878 Cumulative 
Redeemable First Preferred Shares, 1986 Series, outstanding with 
a carrying value of $57 million; during the year, the Corporation 
purchased for cancellation 80,000 of these shares. 

Participating shareholders’ equity was $4.3 billion at the end of 
2001, compared with $3.7 billion at the end of 2000. This increase 
is mainly due to: 


° the increase in retained earnings, for an amount of 
$461 million; 


* anet $90 million increase in foreign currency translation 
adjustments. These adjustments relate principally to the 
Corporation’s indirect investment, through Power Financial, 
in Pargesa and in Lifeco’s U.S. operations. 


In 2001, the Corporation issued 721,830 Subordinate 
Voting Shares under the terms of the Executive Stock Option Plan, 
which resulted in an increase in stated capital of $7 million 
(473,250 shares were issued in 2000, for an increase in stated 
capital of $4 million). 

No Subordinate Voting Shares were purchased in 2001 under 
the Corporation’s Normal Course Issuer Bid; in 2000, the 
Corporation purchased and cancelled 1,030,500 shares for an 
aggregate amount of $22 million. 

Book value per Subordinate Voting Share was $19.38 at the 
end of 2001, compared with $16.91 one year earlier. 


Subsequent Events 

Early in 2002, Gesca entered into two important agreements with 
Transcontinental Group. Under the terms of the first agreement, 
Gesca will outsource the printing of La Presse and its related 
products for an initial period of 15 years, with provision for 
renewal. This represents a turning point and allows for the carry- 
ing out of a development plan for La Presse. This agreement, 
which provides that Transcontinental Group will build and operate 
a new printing plant with state-of-the-art technology, was made 
possible by the conclusion of negotiations between La Presse and 
the pressmen’s, photoengravers’, maintenance, shipping and dis- 
tribution unions. These negotiations, which affect 230 positions, 
contained measures that will facilitate voluntary retirement for a 
great majority of the employees. Furthermore, on March 6, Gesca 
and Transcontinental Group signed an agreement, subject to due 
diligence and regulatory approval, under the terms of which Gesca 
will sell to Transcontinental Group three commercial printing 
plants; in conjunction with these sales, Gesca signed a long-term 
contract with Transcontinental Group for the printing of Le Soleil, 
Le Nouvelliste, and Le Droit. These transactions reflect Gesca’s 
willingness to concentrate all its energies on the production of 
diversified high-quality content for all of its newspapers. 

A wholly owned subsidiary of Power Corporation has 
committed to invest up to €100 million ($140 million) in a new 
European private equity investment fund named Private Equity 
Partners Europe. Power owns 100 per cent of the shares of the 
Paris-based management company of the fund. GBL has also 
committed to invest up to €50 million ($70 million) in the fund. 


Independent Ratings of Power Corporation 
As at December 31, 2001 


Dominion Bond Rating Service 


Standard & Poor's Corporation 


Preferred shares a aie 
Cumulative . Pfd-2 (high) P-1 (low) 
? Non-cumulative Pfd-2 (high)n P-1 (low) 
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Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


2001 2000 

Condensed Statements of Earnings 
Share of earnings of subsidiaries, before goodwill amortization and non-recurring items 598 52] 
Corporate activities 48 42 
Operating earnings, before goodwill amortization and non-recurring items 646 563 
Amortization of goodwill (75) (44) 
Share of specific charges (128) 
Other income, net of income taxes 175 138 
Net earnings 618 657 
Earnings per participating share (in dollars) 

Operating earnings, before goodwill amortization and non-recurring items 2.87 2.50 

Net earnings 


2.74 


2:93 


Condensed Balance Sheets 


Cash and cash equivalents 386 105 
Investments 
Subsidiaries and affiliate at equity 3,596 3,141 
Other 628 645 
4,224 3,786 
Other assets 228 269 
Total assets 4,838 4160 
Accrued liabilities and other 146 222 
Shareholders’ equity 
Non-participating shares 407 211 
Participating shareholders’ equity 4,285 3,727 
4,692 3,938 
Total liabilities and shareholders’ equity 4,838 4,160 


Power Corporation of Canada 
Shareholders’ Equity 


(in billions of dollars) 


MW Sy SO) 


Power Corporation of Canada 
Share of Earnings of Subsidiaries, 
before Goodwill Amortization and 
Non-Recurring Items 

(in millions of dollars) 


MW SS FD 00 
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Readers are referred to the condensed supplementary financial ¢ other income, which in 2001 includes the corporation’s 
statements of Power Financial further in this annual report. after-tax share of the restructuring charge recorded by 
Investors Group during the second quarter, related to the 
Presentation of Financial Results costs to be incurred in realizing synergies from the acquisition 
In analyzing financial results of the corporation with its principal of Mackenzie. 
subsidiaries Lifeco and Investors Group accounted for on an 
equity basis, net earnings are subdivided into the following com- Earnings 
ponents: In 2001, net earnings of Power Financial were $879 million, 
compared with $786 million in 2000. On a per share basis, 
° operating earnings, before goodwill amortization and non- earnings per common share were $2.44 in 2001, compared with 
recurring items, which include the corporation’s share of oper- $2.18 in 2000. 
ating earnings, before goodwill amortization and non-recur- 
ring items, of its subsidiaries and affiliate as well as results Operating Earnings, before Goodwill Amortization 
from corporate activities. Non-recurring items include share of and Non-Recurring Items 
specific charges recorded by Lifeco in 2001 as well as other Operating earnings (before impact of goodwill amoritization 
income. Excluding non-recurring items from share of earnings related to subsidiaries, share of specific charges, and other income, 
of subsidiaries and affiliate provides a better sense of the per- as described above) amounted to $906 million or $2.53 per 
formance of these companies’ ongoing operations. Operating common share, compared with $789 million or $2.18 per share in 
earnings are presented in a consistent manner compared with 2000, an increase of 16.1 per cent on a per share basis. 
previous years, except for the impact of goodwill amortization The increase reflects the significant increase in share of 
which has been isolated in order to provide a basis for compar- operating earnings of subsidiaries and affiliate, which amounts to 
ison in the future, given the new accounting rules regarding $914 million in 2001, compared with $794 million in 2000; oper- 
goodwill, and the 2000 results have been revised accordingly; ating earnings of Lifeco and Investors Group — which include the 
results of Mackenzie, effective April 20, 2001, as well as the positive 
° goodwill amortization, which represents the impact of good- impact of a change in estimates related to amortization of sales 
will related to subsidiaries and affiliate (both amortization of commissions — increased 16.5 per cent and 21.9 per cent, respec- 
the corporation’s own goodwill on its investments and its tively, while share of the European affiliate Parjointco decreased 
share of goodwill recorded by subsidiaries and affiliate). 25 per cent. 
Included in goodwill amortization for the full years 2000 and Readers are referred to the sections on Lifeco, Investors Group 
2001 is the corporation’s share of goodwill amortization as and Pargesa in this analysis for further discussion of the operating 
reported by the Pargesa group, representing $0.02 per share results of these entities. 
in 2000 and in 2001; The net contribution related to corporate activities is a charge 


of $8 million, as compared with a charge of $5 million in 2000. 
* share of specific charges recorded by Lifeco in 2001, relating to Results from corporate activities include income from investments, 
Alta and to the September 11 events; interests on debt, operating expenses, depreciation, and income 
taxes; as explained above, amortization of the corporation’s own 
goodwill on its subsidiaries and affiliate is now included under 
“goodwill amortization”. 


Earnings Summary (1) (in millions of dollars, except per share amounts) 


2001 2000 
meee Total (2) per share Total (2) per share % 
Operating earnings 906 2.53 789 2.18 16.1 
Goodwill amortization (107) (0.31) (63) (0.18) 
Share of specific charges (189) (0.55) 
Other income 269 0.77 60 0.18 
Net earnings 879 - 2.44 786 2.18 is 


———— 


(1) see comments above under “Presentation of Financial Results”. 
2) before dividends on preferred shares 


Power Financial Corporation 


Goodwill amortization 

Goodwill amortization, which consists primarily of Power 
Financial’s share of goodwill amortization recorded by its sub- 
sidiaries, Lifeco and Investors Group, amounted to $107 million 
($0.31 per share) in 2001, compared with $63 million ($0.18 per 
share) in 2000. The increase in goodwill amortization in 2001 
results mainly from goodwill recorded by Investors Group on the 
acquisition of Mackenzie. 


Share of specific charges recorded by Lifeco 

As reported in interim reports of the corporation, Lifeco recorded 
in the first half of 2001 charges of $165 million, after tax, in 
United States operations related to Alta Health & Life Insurance 
Company, a subsidiary of GWL&A; Power Financial’s share of these 
charges amounted to $131 million or $0.38 per share. In addition, 
third-quarter earnings of Lifeco include a claims provision in 
Canadian operations of $73 million, after tax, from the events of 
September 11, 2001, which translates into $58 million or 

$0.17 per share for Power Financial (for further information about 
these special items, please refer below to the section concerning 
the results of Lifeco). 


Other income 
Other income of a non-recurring nature, calculated on an equity 
basis, was $269 million in 2001, compared with $60 million in 2000. 

In 2001, the corporation recorded.a $231 million dilution gain 
as a result of the decrease in its ownership of Investors Group (as 
part of the Mackenzie acquisition, Investors Group issued 
common shares to third parties at a price above book value); also 
included in other income in 2001 are Power Financial’s share 
($34 million on an after-tax basis) of the special charge related to 
the costs to be incurred in realizing synergies from the acquisition 
of Mackenzie by Investors Group, as well as its share of net gains 
attributable to the Pargesa group. 

In 2000, other income represented principally Power Financial’s 
share of non-recurring earnings attributable to Pargesa. 


Assets and Liabilities 

Cash and cash equivalents, composed of high-quality financial 
instruments, amounted to $430 million at the end of 2001, 
compared with $375 million at the end of 2000 (in this section, 
cash and cash equivalents do not include cash held by principal 
subsidiaries when accounted for on an equity basis). In the last 
quarter of 2001, the corporation received net proceeds of 

$194 million from the issue of preferred shares (as explained 
below); as well, in support of the acquisition of Mackenzie by 
Investors Group, Power Financial invested in May 2001, through a 
wholly owned subsidiary, $138 million to subscribe for treasury 
common shares of Investors Group. 

Investments in subsidiaries (when accounted for under the 
equity method) and affiliate, aggregated $5.6 billion at year-end, 
compared with $4.8 billion in 2000, and consisted of the corpora- 
tion’s interests in Lifeco, Investors Group and Parjointco N.V. The 
net increase is primarily due to (i) the share of net earnings of sub- 
sidiaries and affiliate, net of dividends received by Power 
Financial, for an amount of $305 million, (ii) the impact of the 
$138 million investment in Investors Group, (iii) the impact of the 
$231 million dilution gain recorded in connection with the 
Mackenzie transaction, and (iv) the positive net variation of 
foreign translation adjustments for $130 million. 

Other investments were $108 million, unchanged from 2000, 
and included 5.5 million common shares of BCE Inc. and 8.6 mil- 
lion common shares of Nortel Networks Corporation with an 
aggregate carrying value of $103 million, held for the potential 
future exercise of the rights to purchase by holders of the 
exchangeable debentures issued in 1989. These debentures have 
a carrying value of $105 million (unchanged from 2000). 

Other long-term debt represents the $150 million principal 
amount of 7.65% 10-year debentures issued on January 5, 1996 to 
fund the early redemption of the SF120 million of bonds that 
were initially due in March 1997. The $150 million principal 
amount was swapped into SF127 million at a rate of interest of 
4.43 per cent. 


Share of Operating Earnings of Subsidiaries and Affiliate |) 


For the years ended December 31 2001 2000 Hate 
(in millions of dollars) 5 % 
Subsidiaries 
Great-West Lifeco Inc. 636 546 16.5 
Investors Group Inc. 239 196 21.9 
Affiliate 
39 52 (25.0) 


Parjointco N.V. (Pargesa Holding S.A.)(2) 


(1) see above “Presentation of Financial Results” 


(2) Pargesa’s share of net capital gains recorded by operating companies are treated as non-operating earnings. 
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Liquidity and Capital Resources 

In managing cash and cash equivalents, the corporation may 
invest in foreign currencies and thus be exposed to fluctuations in 
exchange rates; in order to protect against such fluctuations, the 
corporation enters, from time to time, in currency hedging 
transactions with highly rated financial institutions. As at 
December 31, 2001, nearly all of the $430 million of cash and cash 
equivalents were denominated in Canadian dollars, or in foreign 
currencies combined with currency hedges. 


Cash requirements for the payment of dividends are met by 
dividend income from the subsidiaries and affiliate, interest and 
dividends on cash and cash equivalents, and, when required, the 
corporation’s cash position. Total dividends declared on the 
common shares of Power Financial increased from 72.50 cents 
to 88 cents in 2001. The holders of common shares of the corpo- 
ration benefited from increased dividends from subsidiaries and 
affiliate. 


Shareholders’ Equity 

In November 2001, Power Financial issued $200 million of 5.25% 
Non-Cumulative First Preferred Shares, Series E. The 8,000,000 
shares were issued at a price of $25.00 per share; dividends on 
the Series E First Preferred Shares equal $1.3125 per share per 
annum, payable quarterly. These preferred shares are perpetual, 
and may be redeemed for cash by the corporation on and after 
November 30, 2006, in whole or in part, at fixed prices declining 
from $26.00 per share to $25.25 per share if shares are redeemed 
prior to November 30, 2010, and at $25.00 per share thereafter. 


Shareholders’ equity at the end of 2001 was $5.8 billion, up 
from $5.0 billion as at December 31, 2000. This increase is mainly 
due to: 


¢ the increase in retained earnings, for an amount of $539 million; 


¢ anet $126 million increase in foreign currency translation 
adjustments. These adjustments relate to the corporation’s 
investment in Pargesa, partly hedged by the swapped $150 mil- 
lion debt, and to its indirect investments in Lifeco’s U.S. 
operations; 


¢ the issue, in November 2001, of the Series E First Preferred 
Shares for a stated value of $200 million. 


Book value per common share was $14.65 at the end of 2001, 
compared with $12.72 one year earlier. 

In 2001, the corporation issued 132,000 common shares 
pursuant to the terms of the Employee Stock Option Plan, result- 
ing in an increase in stated capital of $1 million (688,054 shares 
were issued in 2000, for an increase in stated capital of $4 mil- 
lion). During the year, the corporation purchased and cancelled 
483,300 common shares (2000 — 469,300 shares) under its 
Normal Course Issuer Bid for an aggregate amount of 
$15 million (2000 — $10 million). 


Dividends 

For the years ended December 31 2001 2000 

(per share) Current annualized Cash Cash 
dividend (1) dividend dividend 

Great-West Lifeco Inc. (C$) 0.90 0.78 0.65 

Investors Group Inc. (C$) 0.82 0.73 0.61 

Pargesa Holding S.A. — bearer share (SF) 80 75 74 


(1) Lifeco and Investors Group: based on the quarterly dividend declared in January 2002. 


Pargesa dividend to be approved at the May 2002 Annual General Meeting. 
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(In this section of the analysis, the principal subsidiaries are accounted for on an equity basis.) 


Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


2001 2000 

Condensed Statements of Earnings 
Share of earnings of subsidiaries and affiliate, before goodwill amortization and non-recurring items 914 794 
Corporate activities (8) (5) 
Operating earnings, before goodwill amortization and non-recurring items 906 789 
Amortization of goodwill (107) (63) 
Share of specific charges (189) 
Other income, net 269 60 
Net earnings 879 786 
Earnings per share (in dollars) 

Operating earnings, before goodwill amortization and non-recurring items 2.53 2.18 

Net earnings 2.44 2.18 
Condensed Balance Sheets 
Cash and cash equivalents 430 375 
Investments 

Subsidiaries and affiliate at equity 5,647 4,839 

Other 108 108 
Other assets 67 69 
Total assets 6,252 5,391 
Accrued liabilities and other 186 178 
Exchangeable debentures 105 105 
Other long-term debt 150 150 
Future income taxes (17) (5) 
Shareholders’ equity 

Preferred shares 750 550 

Common shareholders’ equity 5,078 4,413 

5,828 4,963 

Total liabilities and shareholders’ equity 6,252 Do 


Power Financial Corporation 
Shareholders’ Equity 


(in billions of dollars) 
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Power Financial Corporation 
Annualized Dividend at Year-End 


(in cents per share) 
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Great-West Lifeco Inc. 


Readers are referred to the condensed supplementary financial Power Financial holds, directly and indirectly, 65 per cent of the 
statements of Lifeco further in this annual report. voting rights attached to all outstanding Lifeco voting shares. 
Lifeco controls a 100 per cent voting interest in GWL&A and in 
As at the end of 2001, through its direct interest of 77.8 per cent Great-West Life, which in turn controls a 100 per cent voting inter- 
and Investors Group’s interest of 4.4 per cent, Power Financial est in London Life. Through Great-West Life and London Life in 
holds an economic interest of 80.3 per cent in Lifeco. Canada and GWL&A in the United States, a wide range of life 


Selected Financial Information 
(in millions of dollars, except per common share amounts) 2001 2000 


Canada U.S. Total Canada US: Total § % Change 


For the Year 

Premiums: 

Life insurance, guaranteed annuities 

and insured health products 3,996 3,026 7,022 3,748 3,350 7,098 (1) 

Reinsurance and property and casualty 3,455 3,455 2,878 2,878 20 
Self-funded premium equivalents 

(ASO contracts) “) 1,238 8,861 10,099 1,102 7,695 8,797 15 
Segregated fund deposits: 

Individual products 1,586 1,369 2,955 1,817 959 2,/76 6 

Group products 1,045 3,650 4,695 1,673 3,652 5,325 (12) 
Total premiums and deposits 11,320 16,906 28,226 11,218 15,656 26,874 5 
Fee and other income 391 1,467 ~—«- 1,858 346 1,295 1,641 13 
Paid or credited to policyholders 8,308 3,722 12,030 7,423 3,951 —- 11,374 6 
Net income attributable to: 

Preferred shareholders 30 1 31 31 31 

Common shareholders 249 266 515 257 386 643 (20) 
Adjustments (2) 73 165 238 
Adjusted net income common shareholders °) 322 431 753 257 386 643 17 
Return on common shareholders’ equity: 

Net income 13.7% 18.6% 

Adjusted net income 2) 19.4% 18.6% 
Per Common Share 
Basic earnings 1.39 1.72 (19) 
Diluted earnings 1.37 1.67 ] 
Adjustments (2) 0.64 
Adjusted basic earnings 2.03 1.72 18 
Dividends paid 0.78 0.65 20 
Book value 10.47 9.81 Z 
At December 31 
Total assets 34,690 24,469 59,159 33; 27geme22:027 ee 5)04 6 
Segregated fund assets (") 19,093 19,774 38,867 18,682 18,477 37,159 5 
Total assets under administration 53,783 44,243 98,026 51,809 41,104 92,913 6 
Capital stock and surplus 4,397 4,180 5 


(1) Segregated fund deposits and self-funded premium equivalents (ASO contracts). The financial statements of a life insurance company do not include the assets, liabili- 
ties, deposits and withdrawals of segregated funds or the claims payments related to administrative services only (ASO) Group health contracts. However, the company 
does earn fee and other income related to these contracts. Segregated fund business is an option offered under an insurance annuity contract, where the benefit 
amount is directly linked to the market value of the investments held in the particular segregated account. The contractual arrangements are such that the segregated 
fund contract holder bears the risks and rewards of the account's investment performance apart from death and maturity benefit guarantees. ASO Group health contrac- 
tual agreements are those where the company provides administrative and claim paying services for clients, and under these arrangements, the client bears some or all of 
the claim risk. The self-funded premium equivalents generally represent claims paid under these contracts which approximate the additional premiums that would have 
been earned if these contracts had been written as traditional risk programs. Both segregated fund and ASO contracts are an important aspect of the overall business of 
the company and should be considered when comparing volumes, size and trends. 

2) In addition to net income (GAAP basis), adjusted net income is presented for information. 2001 adjustments include: 
(4) A charge of $73 million after tax or $0.199 per common share from the events of September 11, 2001, related to the reinsurance business. 


(b) Special charges of $133 million plus related operating losses of $32 million for a total of $165 million after tax or $0.444 per common share, both related to Alta 
Health & Life Insurance Company, an indirect wholly owned subsidiary and part of the company’s United States Employee Benefits segment. 
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insurance, health insurance, and retirement and investment 
products are offered to individuals, businesses and other private 
and public organizations. As well, as part of Canadian operations, 
Great-West Life offers reinsurance products in specific niche 
markets through its subsidiary London Reinsurance Group Inc. 


Highlights of Operating Results 

Lifeco’s net income attributable to common shareholders 

was $515 million or $1.39 per share, down 20 per cent from 
$643 million or $1.72 per share for 2000. The return on common 
shareholders’ equity was 13.7 per cent for the year ended 
December 31, 2001. 

Net income for 2001 includes two non-recurring charges — 
$73 million from the events of September 11, 2001 associated 
with reinsurance operations; and $165 million associated with 
a U.S. subsidiary of GWL&A. These adjustments represent 
$0.64 per share. 

Total premium income, including self-funded premium equiv- 
alents and segregated fund deposits, was up 5 per cent overall. 
Within this result, traditional life and annuity premiums were 
down 1 per cent and fee-based products up 5 per cent. Fee and 
other income was up 13 per cent over 2000. Reinsurance premiums 
were up 20 per cent over 2000, due to the irregular nature 
of contracts in this line of business. 

Capital stock and surplus increased to $4.4 billion at 
December 31, 2001, from $4.2 billion at year-end 2000. During 
2001, Lifeco paid dividends of $0.78 per common share, for a 
total dividend of $289 million for the year. This represents a divi- 
dend payout ratio of 38.4 per cent of 2001 earnings before 
non-recurring charges (2000 — 37.8 per cent), and a 2001 divi- 
dend yield (dividends as a percentage of average high and low 
market prices) of 2.2 per cent (2000 — 2.2 per cent). Book value 
per common share was $10.47 at December 31, 2001, compared 
with $9.81 at December 31, 2000. 


Ratings of Major Subsidiaries of Lifeco = 
Rating Agency 


A.M. Best Company Pee 
erformance 

Claims Paying Ability 

Debt Rating 

Insurer Financial Strength 

Insurance Financial Strength 

Insurer Financial Strength 

Debt Rating 


Dominion Bond Rating Service 


Fitch Ratings 
Moody's Investors Service 
Standard & Poor's Corporation 


Financial Condition and Operating 


Financial Position 

Total assets and assets under administration grew to $98.0 billion 
at year-end 2001, an increase of $5.1 billion from 2000. Assets 
under administration include segregated funds of $38.9 billion at 
December 31, 2001, compared with $37.2 billion at the end of 
2000. 

Obligations to policyholders made up 90 per cent of total 
liabilities at the end of 2001 (91 per cent at year-end 2000). The 
valuation of policy liabilities is certified by the Actuary of Great- 
West Life and the Actuary of GWL&A as being in accordance with 
accepted actuarial practices. 

Total capital and surplus, including non-controlling and other 
interests, of $6.3 billion at December 31, 2001 was 12.0 per cent 
of total liabilities, compared with $6.1 billion or 12.3 per cent in 
2000. It is Lifeco’s intention to maintain surplus ratios in its oper- 
ating subsidiaries at levels sufficient to provide assurance of 
policyholder security and to maintain its superior credit ratings. 

The Office of the Superintendent of Financial Institutions 
Canada (OSFI) has specified a measurement basis for life insur- 
ance companies operating in Canada, known as the Minimum 
Continuing Capital and Surplus Requirements (MCCSR) and 
Great-West Life’s ratio at the end of 2001 is 199 per cent 
(196 per cent at the end of 2000), considered to be a very solid 
level for the industry. 

GWL&A is subject to comprehensive state and federal regula- 
tion and supervision throughout the United States. 

The National Association of Insurance Commissioners has 
adopted risk-based capital rules and other financial ratios for life 
insurance companies. Based on the company’s statutory financial 
reports, the company has risk-based capital well in excess of that 
required and was within the usual ranges of all ratios. 


Ratings 
— Great- London 

Lifeco West Life Life GWL&A 

= Aa At Ao 

- IC-1* \C-1* = 

AA (low) - - - 

- AAA* AAA* AAA* 

- Aa2 Aa2 Aa2 

- AA+ AA+ AA+ 


*Highest rating available 
All credit ratings of Lifeco and its major subsidiaries were reviewed during 2001. 
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Asset Quality 

At December 31, 2001, exposure to mortgage loans and real 
estate was 19 per cent of invested assets (20 per cent at the end 
of 2000). 

Lifeco’s exposure to non-investment grade bonds was 1.9 per 
cent of the portfolio at the end of 2001, up slightly from 1.2 per 
cent at December 31, 2000. 

Non-performing investments, including bonds in default, 
mortgages in the process of foreclosure or in arrears 90 days or 
more, and real estate acquired by foreclosure, totalled 
$187 million or 0.4 per cent of invested assets at December 31, 
2001, compared with $72 million or 0.2 per cent a year earlier. 
Lifeco’s allowance for credit losses at December 31, 2001 was 
$146 million, compared with $147 million at year-end 2000. 


THE GREAT-WEST LIFE ASSURANCE COMPANY 


Canadian Operations 

The discussion of operating results is followed by a report on 
operations of the Canadian segment of Lifeco, presented in terms 
of the major business units of Great-West Life and its subsidiaries, 
including London Life: 


* Group Insurance — life, health and disability insurance 
products for group clients; 


* Individual Insurance & Investment Products — life, 
disability and critical illness insurance products for individual 
clients, as well as retirement savings and income products for 
both group and individual clients; 


* Reinsurance & Specialty General Insurance — life, property 
and casualty, accident and health, annuity coinsurance and 
specialty general insurance in specific niche markets. 


Net income from Great-West Life for 2001 was $279 million, 
compared with $288 million for 2000. Net income attributable to 
common shareholders was $249 million, down from $257 million 
for 2000. 

Net income in 2001 reflected growth in fee income, strong 
investment performance and favourable mortality experience, 
offset somewhat by a third-quarter claims provision of $73 million 
from the events of September 11, 2001, related to the reinsurance 
business. Shareholders’ net income in 2001 also includes a reduc- 
tion in provisions for Canadian income taxes reflecting both 
changes in tax rates and revisions to the estimated pattern or inci- 
dence of future taxes to which tax rate reductions apply. 

Total assets under administration in Canada reflect a 4 per 
cent growth overall in 2001. 


Group Insurance 

Overall premium income, which includes claims from 
Administrative Services Only (ASO) clients, was up 10 per cent 
with premium income of $3.3 billion in 2001. This growth rate 
was driven by buoyant sales and improved persistency 

(client retention). 

Sales were up 26 per cent over 2000, with significant gains in 
all market segments. Sales in the large case and ASO markets were 
up sharply as the opportunities to add new clients at adequate 
premium levels improved due to price rationalization. The contin- 
ued strong sales growth rate in the small- and mid-sized case 
markets can be attributable to Great-West Life’s industry leading 
distribution networks and market share position. Persistency 


Premiums and Deposits — Canada 
Years ended December 31 


(in millions of dollars) 2001 2000 2001 2000 
; Premiums and Deposits % Change Sales % Change 
Group Insurance 3,264 2,974 10 305 243 26 
Individual Operations 
Life insurance 1,605 1,564 3 96 96 = 
Living benefits 118 109 8 22 20 10 
Retirement & Investment Services 2,878 3,693 (22) 2,895 4230 (32) 
Reinsurance & Specialty General Insurance 3,455 2,878 20 3,455 2,878 20 
11,320 11,218 1 6,773 7,467 (9) 
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continued to improve and the results are now close to long-term 
expected levels. 


Individual Insurance & Investment Products 

Individual Insurance & Investment Products consists of three 
distinct product divisions — Individual Life Insurance, Living 
Benefits, and Retirement & Investment Services. Products are 
distributed through Freedom 55 Financial and Great-West Life 
financial security advisers, as well as independent brokers and 
intercorporate agreements with other financial institutions. 

Individual life insurance sales, as measured by annualized 
premium, were $96 million in 2001, while revenue premium 
exceeded $1.5 billion. Sales in 2001 were at the same level as in 
2000. Term insurance sales increased 5 per cent compared with 
2000, due to improvements in the competitive position of rates, 
while universal life sales decreased to $6 million in 2001 from 
$7 million in 2000. Sales of participating policies decreased 8 per 
cent, but were strong in the mature market, where consumers are 
concerned with wealth management. 

Total sales of disability income products and critical illness 
insurance increased by 8 per cent in 2001, for a total of 
$22 million in new annualized premium. 

The company’s Retirement & Investment Services division 
experienced mixed sales results in 2001 compared with the previ- 
ous year. The stock market downturn during the year, together 
with the events of September 11, 2001, contributed to consumer 
unease with investment funds and a slight market reversal 
towards preservation of capital and guarantees. 

Within this difficult investment climate, total assets under 
administration remained stable. Growth continued in segregated 
funds, increasing 2 per cent over 2000, while total asset growth 
was offset by the decline in guaranteed product assets due to low 
interest rates. 

For several years, London Life was involved in the mutual fund 
market through London Financial Centre (LFC). In 2000, the 
company rebranded LFC as Quadrus Investment Services 


(Quadrus) and established it as a mutual fund dealer for Freedom 
55 Financial and Great-West Life investment representatives. 

In 2001, sales of mutual funds through Quadrus increased 
18 per cent, while assets increased 21 per cent over 2000 levels. 
By year-end, Quadrus had more than 2,600 licensed investment 
representatives, an increase of 33 per cent over the prior year. 


Reinsurance & Specialty General Insurance 

The 2001 results include a charge in London Reinsurance Group 
(LRG) for $82 million after tax, of which $73 million is attributable 
to common shareholders, related to estimated claims provision 
from the events of September 11, 2001. 

The majority of the September 11, 2001 loss came from LRG’s 
property catastrophe portfolio that was written on both a financial 
reinsurance and traditional reinsurance basis. LRG expects to 
recover these losses over the next three or four years, from its 
multi-year financial reinsurance contracts or from anticipated 
premium increases on annually renewable traditional contracts. 
As part of its September 11 loss, LRG established reserves on its 
books for smaller losses in the accident and health, aviation and 
casualty portfolios. 

Premium income increased in 2001 primarily due to the 
nature of underlying life and property and casualty reinsurance 
contracts written in 2001. A greater number of structured reserve 
transfer deals were written in 2001 than in 2000. 


GREAT-WEST LIFE & ANNUITY INSURANCE COMPANY 


United States Operations 

The discussion of operating results is followed by a report on 
operations of the United States segment of Lifeco, presented in 
terms of the major business units of GWL&A: 


¢ Employee Benefits — life, health, disability insurance and 
401(k) products for small- to mid-sized corporate employers; 


Premiums and Deposits — United States 


Years ended December 31 
(in millions of dollars) 2001 2000 2001 2000 
Premiums and Deposits % Change Sales % Change 
Employee Benefits 
Group life and health 10,570 9 439 12 1,014 1,452 (30) 
401(k) 2,838 2,938 (3) 1,169 1,553 (25) 
Financial Services 
Savings 1,925 1,916 ~ 1,025 1,035 (1) 
Insurance 1,573 1,363 15 867 875 (1) 
16,906 15,656 8 4,075 4915 (17) 
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¢ Financial Services — accumulation and payout annuity 
products for both group and individual clients, as well as life 
insurance products for individual clients. 


Net income from GWL&A for 2001 was $267 million, 
compared with $386 million for 2000. The decrease in earnings 
compared with a year ago was primarily related to Alta Health & 
Life Insurance Company. A non-recurring charge of $204 million 
($133 million after tax) and operating losses of $32 million after 
tax, both associated with Alta, are included in Employee Benefits 
2001 results. 

The positive earnings results, after excluding the impact of 
special non-recurring charges associated with Alta, reflect 
improvement in individual mortality, an increase in fee income in 
Financial Services, and an increase in expense recoveries in the 
Group life and health block of business, offset by unfavourable 
Group morbidity particularly in the small-case market. 

The eight per cent increase in premium income and deposits 
in 2001 was composed of growth in Employee Benefits premium 
income of $1.0 billion and an increase in Financial Services 
premium income and deposits of $219 million. The growth in 
premium income in the Employee Benefits segment is primarily 
due to premium equivalents from ASO contracts. 


Employee Benefits 
The 2001 premiums and deposits for Group life and health were 
$10.6 billion, an increase of 12 per cent from 2000, due to an 
increase in ASO equivalents, reflecting higher medical claims. 

GWL&A acquired Alta on July 8, 1998. During 2000 and 2001, 
the Alta business continued to be run as a free-standing unit, but 
was converted to GWL&A’s systems and accounting processes. 
This conversion program resulted in significant issues related to 
pricing, underwriting, and administration of the business. As a 
result, GWL&A incurred a one-time charge, in 2001, of 
$133 million, net of tax. Alta discontinued writing new business 
and all Alta customers will eventually be moved to GWL&A 
contracts. All Alta sales and administration staff became 
employees of GWL&A and the underwriting functions will be 
conducted by the underwriting staff of GWL&A. Alta’s operating 
performance has improved in the fourth quarter of 2001, as a 
result of pricing changes initiated during 2001. 

The total life and health block of business comprises 2.6 million 
members at December 31, 2001, down from 3.1 million members 
a year ago. 


401(k) premiums and deposits decreased 3 per cent in 2001 
from 2000. The total 401(k) block of business under administra- 
tion totals 6,888 employer groups and more than 545,000 
individual participants, compared with 6,975 employer groups 
and more than 550,000 individual participants in 2000. 


Financial Services 

Overall, 2001 sales (including separate account sales) were 
essentially flat with 2000 levels, as fixed Bank-Owned Life 
Insurance (BOLI) premiums in 2001 were lower than in 2000 by 
$260 million. This was mostly offset by 2001 variable BOLI single 
premiums being $243 million higher than 2000 variable sales. 

Premiums and deposits totalled $1.9 billion, unchanged from 
2000. Premiums from separate account products were $1.2 billion 
in 2001, unchanged from a year ago, while fixed premiums 
totalled $703 million in 2001 and $744 million in 2000. 

Individual life insurance revenue premiums and deposits 
increased slightly from $1.4 billion in 2000 to $1.6 billion in 2001. 
The insurance lines are experiencing the same trend that the 
savings business has seen over the last few years, as $999 million 
of BOLI premiums were recorded as segregated fund deposits, 
compared with $540 million in 2000. 


Outlook 

Lifeco’s subsidiaries remain well positioned to capitalize on their 
strengths in their respective markets. In Canada, the company 
sees significant growth opportunities in the Group insurance 
market, where Great-West Life’s low unit costs and extensive 
distribution systems offer a competitive advantage, as well as in 
the mass affluent market, where the company’s advice distribu- 
tion channels are an asset. 

In the United States, the Employee Benefits market place 
offers growth potential for companies that can help employers 
manage costs through self-funded and managed care products. 
The company also sees continued opportunity in government 
employee markets for retirement funds, and a significant 
untapped market for low-cost, high-value life insurance distrib- 
uted through partnerships with other financial institutions. 

The companies will also continue to explore distribution and 
service opportunities offered by new technologies, both for 
clients and to support their distribution channels. 
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Condensed Supplementary Financial Statements December 31 (in millions of dollars) 2001 2000 
Condensed Statements of Earnings 
Premium income 10,477 9,976 
Net investment income 3,713 3,649 
Fee and other income 1,858 1,641 
16,048 15,266 
Paid or credited to policyholders and beneficiaries 12,030 11,374 
Special charges 204 
Other expenses 2,761 2,639 
14,995 14,013 
1,053 1,253 
Income taxes 397 451 
Goodwill amortization 66 65 
Non-controlling interests 44 63 
Net income 546 674 
Per share data (in dollars) 
Earnings 1.39 172 
Adjusted earnings 2.03 
Condensed Balance Sheets 
Bonds 32,581 30,326 
Mortgage and policyholderloans 14,582 14,370 
Goodwill 1,604 1,679 
Other assets 10,392 9 379 
Total assets 59,159 55,754 
Policy liabilities 47,599 45,099 
Other liabilities 5,213 4542 
Non-controlling interests 1,950 1,933 
Preferred shares 530 530 
Common shareholders’ equity 3,867 3,650 
Total liabilities and shareholders’ equity D9 Aa9 55,754 


Great-West Lifeco Inc. 
Book Value per Share 


(in dollars) 


Great-West Lifeco Inc. 

Total Assets and Assets Under 
Administration 

(in billions of dollars) 
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Investors Group Inc. 


Readers are referred to the condensed supplementary financial 
statements of Investors Group further in this annual report. 


At December 31, 2001, through its direct interest of 56.2 per cent 
and The Great-West Life Assurance Company’s interest of 3.5 per 
cent, Power Financial held an economic interest of 59.0 per cent 
in Investors Group Inc. 

Investors Group Inc. (the Company) acquired Mackenzie 
Financial Corporation (Mackenzie) effective April 20, 2001. The 
acquisition of Mackenzie has provided the Company with a leading 
position in the independent financial planner and full-service 
broker channels, a different sector of the market than that of the 
Company’s existing operations. As a result, Mackenzie will operate 
separately, with its own investment management, marketing and 
distribution, brands and corporate leadership. Consolidated oper- 
ating results include the results of Mackenzie from the date of 
acquisition. 


Summary of Consolidated Operating Results 

For 2001, net income available to common shareholders, excluding 
goodwill amortization and a restructuring charge related to the 
acquisition of Mackenzie, was $388 million. This represents an 
increase of 36.4 per cent over 2000 earnings of $284 million. 


Summarized Financial Information 


Diluted earnings per share, excluding goodwill amortization 
and restructuring costs, were $1.56, up 16.0 per cent from $1.35 
in 2000. 

After accounting for the restructuring charge of $96 million 
($56 million after tax), net income available to common share- 
holders in 2001 was $332 million excluding goodwill amortization 
and $260 million including goodwill amortization, as reported in 
the consolidated financial statements. On the same basis, diluted 
earnings per share in 2001 were $1.34 and $1.05, respectively. 

Shareholders’ equity was $2.68 billion as at December 31, 2001, 
up from $1.10 billion at December 31, 2000. Return on average 
common equity, excluding goodwill amortization and restructuring 
costs, was 19.6 per cent, compared with 28.1 per cent in 2000. 
The quarterly dividend per common share was increased to 
19 cents (76 cents annually) in 2001. 

As a result of the acquisition of Mackenzie, the Company 
revised its reportable segments from fee-based operations and 
intermediary operations to Investors Group, Mackenzie, 
and Corporate and Other to conform to the current organiza- 
tional structure. Management measures and evaluates the 
performance of these segments based on earnings before interest 
and taxes, as shown in the Condensed Supplementary Financial 
Statements. 


(in millions of dollars, except per share amounts) 2001 2000 % Change 
Net income available to common shareholders 
Excluding goodwill amortization and restructuring costs 388 284 36.4 
Excluding goodwill amortization 332 284 16.7 
Diluted earnings per share 
Excluding goodwill amortization and restructuring costs 1.56 1.35 16.0 
Excluding goodwill amortization 1.34 1.35 (0.7) 
Dividends per share 0.73 0.61 19.7 
Book value per share 8.81 5.23 68.5 (4) 
Return on equity 
Excluding goodwill amortization and restructuring costs 19.6% 28.1% 
Excluding goodwill amortization 16.7% 28.1% 
Mutual funds 
Investors Group 
Sales 6,027 7,053 (14.5) 
Net sales 1,031 976 5.6 
Assets under management 1) 41,644 44,498 (6.4) 
Mackenzie Financial Corporation (2) 
Sales 3,452 
Net sales 22 
Assets under management 1) 33,400 
Combined mutual fund assets under management 75,044 44,498 68.6 
Corporate assets 6,122 1,985 208.4 
Insurance in force (face amount) 24,374 20,876 16.8 
Securities operations assets under administration (3) 4,104 2,646 55:1 
Mortgages serviced 33) 7,659 7,147 UD 
Deposits and certificates () 671 219 206.5 


(1) Assets of $2,215 million were transferred to Mackenzie on integration of Maxxum operations with Mackenzie effective October 5, 2001. 
(2) From date of acquisition or as at December 31, 2001, for Canadian mutual fund operations only 


(3) Includes Mackenzie Financial Corporation as at December 31, 2001. 


(4) Primarily due to the increase in shareholders’ equity resulting from the issuance of 53.5 million common shares related to the acquisition of Mackenzie. 


Investors Group Inc. 


On October 5, 2001, the operations of Maxxum Fund 
Management Inc. and Maxxum Financial Services Co. (together 
Maxxum) were integrated with Mackenzie. Maxxum results subse- 
quent to the integration are reported in the Mackenzie segment. 

Discussion of segment results for Investors Group and 
Mackenzie is contained later in this report. Corporate and Other 
represents net investment income earned on unallocated invest- 
ments. Corporate and Other net investment income in 2001 
totalled $44 million, compared with $56 million in 2000. The 
decrease in net investment income is due to financing activities 
related to the acquisition of Mackenzie. 


Restructuring Costs 

The Company recorded a restructuring charge of $96 million in 
the second quarter of 2001 relating to the acquisition of 
Mackenzie. Costs include: 


* integration of Maxxum’s operations with Mackenzie; 
* restructuring of trust company and securities operations; 


* product shelf realignment and restructuring sub-adviser 
relationships; 


* restructuring administrative and corporate operations; 
* decommissioning redundant systems and software; 


* reorganizing to create shared services operations for 
information technology and back-office operations. 


Interest Expense 

Interest expense totalled $73 million in 2001. Of this amount, 
$71 million was related to the financing costs of the Mackenzie 
acquisition. 


Consolidated Financial Position 

The Company’s on balance sheet assets totalled $6.12 billion at 
December 31, 2001, compared with $1.99 billion at December 31, 
2000. The increase in assets was attributable to the acquisition of 
Mackenzie on April 20, 2001. 

The Company’s holdings of securities were $248 million at 
December 31, 2001 —a decrease of $168 million or 40.4 per cent. 
Securities currently represent 4.1 per cent of total assets as 
compared with 21.0 per cent at December 31, 2000. The market 
value of the Company’s portfolio at December 31, 2001 exceeded 
cost by $164 million, compared with $176 million at year-end 
2000. Securities sold during the period provided a portion of 
funds utilized to finance the acquisition of Mackenzie. The 
Company continually strives to ensure that its portfolio holdings 
are of the highest quality and seeks to manage the market and 
credit risk associated with a securities portfolio. 


Loans, including mortgages and personal loans, increased by 
203.6 per cent, or $439 million, to $655 million at December 31, 
2001 and represent 10.7 per cent of total assets, compared with 
10.9 per cent at year-end 2000. The increase is due to mortgages 
and personal loans related to Mackenzie’s intermediary opera- 
tions. At December 31, 2001, impaired loans totalled $3.4 million 
and represented 0.49 per cent of the total loan portfolio, 
compared with $0.7 million or 0.27 per cent at December 31, 
2000. The allowance for credit losses exceeded impaired mort- 
gages and loans by $18 million as at December 31, 2001, 
compared with $8 million at December 31, 2000. 


Consolidated Liquidity and Capital Resources 

The Company’s operating liquidity requirements involve financing 
operations, servicing its existing debt and equity and maintaining 
liquidity in its regulated subsidiaries. 

A key liquidity requirement for the Company is the funding 
of commissions paid on the sale of mutual funds. The Company’s 
commission expense was fully funded through management fee 
revenue earned on mutual fund assets under management and 
through additional sales charges levied in connection with the 
early redemption of mutual funds. The Company continues to 
rely on its strong financial position to address funding issues of 
this nature internally. 

The Company also maintains sufficient liquidity to fund and 
temporarily hold mortgages. Through its mortgage banking opera- 
tions, most of these mortgages are sold to third parties on a fully 
serviced basis. 

The Company maintains additional liquidity to meet regular 
interest and dividend obligations related to the bridge financing 
of $497 million and the long-term debt and preferred shares of 
$1.51 billion issued during the second quarter of 2001 to finance 
the Mackenzie acquisition, as well as interest related to other 
long-term debt. 

Liquidity can also be provided through the Company’s ability 
to raise funds in domestic debt and equity markets as evidenced 
by funds raised to finance its acquisition of Mackenzie. 

The Company’s total capitalization has increased significantly 
as a result of the acquisition of Mackenzie. Shareholders’ equity 
increased during the year to $2.68 billion as at December 31, 
2001 from $1.10 billion at December 31, 2000. During the same 
period, long-term debt increased to $1.36 billion. 

To achieve its strategic objectives, the Company requires a 
strong capital base. The Company’s capital management objective 
is to preserve the quality of its financial position by establishing 
and maintaining a solid capital base and a strong balance sheet. 
Independent reviews confirm the continuing quality of the 
Company’s balance sheet and the strength of its operations. 
During 2001, both Standard & Poor’s (S&P) and the Dominion 
Bond Rating Service (DBRS) reviewed their ratings of the 
Company’s senior debt and liabilities. The senior debt and liabilities 
were rated A stable by both S&P and DBRS. 
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Management of Investors Group Inc. is confident that the 
Company’s current capital resources are adequate and can 
support its activities during 2002. 


INVESTORS GROUP OPERATIONS 


Review of the Business 

Investors Group’s core business is to provide a comprehensive 
array of personal wealth creation and financial planning services 
to Canadians through its network of highly trained and well- 
supported consultants. 


Consultants 

Investors Group distinguishes itself from its competition through 
its distribution network of highly knowledgeable and professional 
consultants who are associated with 102 financial planning centres 
located across Canada. In 2001, Investors Group continued the 
redesigning of its consultant recognition and training programs. 
These programs are aligned to meet the key strategic objectives of 
client service, the continued growth of a highly productive consul- 
tant network and asset retention. 

Changes in Investors Group’s recruiting practices in recent 
years have emphasized the hiring of top-quality candidates. While 
this approach has resulted in fewer consultants being recruited — 
recruits in 2001 totalled 677 — the likelihood that they can develop 
successful relationships with clients has increased significantly. 

At the end of 2001, Investors Group had 3,409 consultants in 
its distribution network compared with 3,483 in 2000, the largest 
network of consultants in Canada. The percentage of consultants 
with more than four years experience continued to increase, 
climbing to 59.2 per cent from 58.5 per cent a year earlier. This 
measure indicates growth in the proportion of consultants who 
have successfully established themselves with Investors Group. 


Sales Results 
During 2001, sales of Investors Group mutual funds were 
$6.0 billion. This represented a 14.5 per cent decrease from the 
record $7.1 billion level achieved in 2000 and compared with an 
overall industry decrease of 3.1 per cent. Excluding the sale of 
money market funds, Investors Group’s mutual fund sales 
decreased 17.7 per cent, compared with a 25.0 per cent decrease 
for the industry. Mutual fund redemptions totalled $5.0 billion in 
the year, a decrease of 17.8 per cent from the $6.1 billion recorded 
in 2000. 
Net sales of Investors Group mutual funds in 2001 were 
$1,031 million, an increase of 5.6 per cent, compared with 
$976 million in 2000. Excluding Maxxum, net sales generated by 
Investors Group’s consultant network were $837 million in 2001, 
an increase of 125.7 per cent, compared with $371 million in 2000. 
During 2001, insurance sales, measured on the basis of annu- 
alized premiums, were a record $31 million, up 16.3 per cent 
from 2000. Investors Group Securities Inc., a subsidiary involved 


in securities operations, attracted $1.2 billion in new assets, 
unchanged from 2000 levels. Sales of mortgage products were 
$936 million, an increase of 11.1 per cent, compared with 
$843 million in 2000. 


Review of Operating Results 
Investors Group earns revenue primarily from management fees 
for advising and managing its mutual funds, fees charged to its 
mutual funds for administrative and trustee services, and distribu- 
tion fees charged to account holders for the distribution of its 
mutual funds by Investors Group’s consultants. Revenue is also 
earned from the distribution of insurance products and securities 
services. Additional revenue is derived from investment certificate 
operations and mortgage operations. 

Investors Group’s earnings before interest and taxes were 
$590 million in 2001, compared with $454 million in 2000, as 
shown in the Condensed Supplementary Financial Statements. 


Revenue 


Fee Income 

Fee income was earned from the management, administration 
and distribution of 94 Investors Masterseries™ , partner and 
managed asset investment funds, and the 47 mutual funds offered 
by Maxxum until October 5, 2001. The distribution of insurance 
products and the provision of securities services provide additio- 
nal fee income. Total fee income rose by $16 million to 

$1,092 million, a 1.5 per cent increase over 2000 results. 

To provide a stable level of fee income, Investors Group must 
continue to maintain high levels of assets under management. The 
level of assets under management is influenced by three factors: 
sales, redemption rates and investment management performance. 
Sales of Investors Group’s mutual funds continued to be strong in 
2001 and its redemption rate decreased to 11.6 per cent in 2001 
from 14.0 per cent in 2000, continuing to be among the lowest in 
the industry. Investment management services provided reasonable 
levels of returns during a period in which markets were both weak 
and very volatile. 


Management Fees 

Current annual fees for management services range from 0.65 per 
cent to 2.5 per cent of assets under management. During 2001, 
management fee revenue increased by $25 million to reach 

$850 million, an increase of 3.1 per cent. This increase in manage- 
ment fee income in 2001 reflects the impact of hedging activities 
that mitigate market risk and changes in average mutual fund assets. 


Administration Fees 

During 2001, Investors Group earned a total of $149 million in 
administration fees, as compared with $143 million in 2000. 
Fees charged to the mutual funds for administration services 
accounted for the increase in revenue in 2001. 
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Distribution Fees 

During 2001, distribution fee income declined by $16 million. 
This decrease is largely a result of reductions in redemption fee 
income. Redemptions declined to $5.0 billion in 2001, a decrease 
of 17.8 per cent from 2000. This decrease was partially offset by 
fee income from the distribution of insurance and brokerage 
products, which increased by 15 per cent in 2001. 


Net Investment Income and Other 

Investment income includes interest and dividends earned on 
cash and short-term investments, marketable securities and mort- 
gage loans. It also includes gains and losses on the sale of 
securities, Investors Group’s share of an affiliate’s earnings as well 
as income related to mortgage banking activities. 

Investors Group measures net investment income as the differ- 
ence between investment income and interest expense on deposit 
liabilities, certificates and debt, excluding interest expense on 
debt incurred to finance its acquisition of Mackenzie. Net invest- 
ment income and other totalled $77 million in 2001 and 
represents 6.6 per cent of gross revenue, compared with 5.7 per 
cent in 2000. The increase of 16.9 per cent or $11.1 million from 
the 2000 level of $66 million is due principally to an increase of 
$21 million in income generated by mortgage banking activities. 
This increase was partially offset by a reduction in Investors 
Group’s share of an affiliate’s earnings. 


Expenses 


Commissions 

Investors Group incurs commissions expense in connection with 
the distribution of its financial services and products, particularly 
its mutual funds. Commissions are paid on the sale of these 
products and, as a result, commissions expense will fluctuate with 
the level of sales. 

Commissions expense decreased by $79 million or 22.1 per 
cent to $278 million, compared with $357 million in 2000. The 
decrease in commissions expense is due principally to the change 
in accounting estimate for amortization of selling commissions 
related to the sale of Masterseries™ , partner and Maxxum mutual 
funds. Effective April 1, 2001, Investors Group changed the period 
of amortization of these expenditures to a maximum of seven 
years to reflect a more accurate estimate of their useful life. Prior 
to April 1, 2001, the maximum period for amortization was three 
years. The change in accounting estimate was applied prospec- 
tively and resulted in a decrease of $62 million in commissions 
expense for the nine-month period ended December 31, 2001. 
Lower mutual fund sales during 2001, which were 14.5 per cent 
below 2000 levels, accounted for the remainder of the decrease in 
expense in the year. 


Non-Commission Expenses 

During 2001, non-commission expenses totalled $300 million. 
This total includes strategic and business process improvement 
expenditures of $4 million in support of the development and 
implementation of Investors Group’s strategic plan. Excluding 
these expenditures, non-commission expenses were $296 million, 
representing an increase of $16 million or 5.8 per cent from 2000. 
Variable costs rose by 2.9 per cent to $78 million. Fixed costs 
increased by $14 million or 6.9 per cent and were largely driven 
by initiatives related to the expansion of Investors Group’s distri- 
bution activities. 


MACKENZIE OPERATIONS 


Review of the Business 

Mackenzie is an integrated financial services company, operating 
directly in North America and internationally through partner 
sub-adviser firms. 


Canadian Asset Management Operations 

Mackenzie’s core business is managing mutual funds in Canada. 
As at December 31, 2001, Mackenzie provided investment 
management, marketing and administrative services to 176 mutual 
funds and 41 segregated funds held by over 1,500,000 investors 
with assets under management of $33.4 billion. 

Despite the general weakness, Mackenzie’s mutual funds 
performed among the highest levels in the industry. The majority 
of Mackenzie’s assets rank among the top half of similar invest- 
ment products in the industry over all relevant time periods. 

At December 31, 2001, 91 per cent of Mackenzie’s assets under 
management ranked in the top half of all competitive offerings for 
five-year performance. For the one-year period, 77 per cent of 
assets ranked in the top half of similar investment products. 


Trust and Administrative Services 

Mackenzie understands that a complete financial plan usually 
involves other financial products and broader administrative 
service offerings. The delivery mechanism for this aspect of 
Mackenzie’s business is the MRS Group of Companies (MRS). 
Through Multiple Retirement Services Inc., M.R.S. Securities 
Services Inc., and M.R.S. Trust Company, MRS collectively 
provides trade execution and settlement services for mutual fund 
and other securities transactions, provides trustee services and 
offers a wide variety of deposit and lending products (high-yield 
deposits, mortgages, investment loans, and RSP contribution loans). 


U.S. Asset Management Operations 

Mackenzie’s U.S.-based asset management is provided by 
Mackenzie Investment Management Inc. Mackenzie Investment 
manages US$1.2 billion in 16 mutual funds of its own and 
provides investment advisory services to all or a part of the assets 
in 22 Universal Funds managed by Mackenzie and sold only in 
Canada. 
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Review of Operating Results 

Mackenzie contributed $572 million in operating income to 
Investors Group Inc. subsequent to the consolidation of 
Mackenzie into the Company’s results effective April 20, 2001. 

Mackenzie’s main source of revenue is generated by providing 
investment management and administration services to public 
mutual funds in Canada and the U.S. Mackenzie also earns 
revenues from redemption fees and the administration of self- 
directed savings plans offered by MRS. Through M.R.S. Trust 
Company, Mackenzie earns net investment income from interme- 
diary operations. 

The consolidation of Mackenzie into Investors Group Inc. 
increased the Company’s operating expenses by $438 million. 
The main components of Mackenzie’s operating expenses 
include: 


¢ $114 million amortization of deferred selling commissions; 
° $105 million of trail commissions paid to dealers; 


* other costs incurred primarily in the administration, marketing 
and management of the mutual funds and in the MRS account 
administration operation. 


Mackenzie contributed $134 million to the Company’s consoli- 
dated earnings before interest and taxes. j 
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Outlook 

During the past decade, the financial services industry has experi- 
enced considerable growth and substantial change. Some of the 
factors contributing to industry growth are: 


* changes in investment habits; 
® increasing ease of investment in capital markets; 


* greater knowledge and understanding of investment products 
among the general public; 


* shifting demographics — the move of the baby boom generation 
into peak saving and investing years. 


To provide financial planning services to Canadians, the 
Company must compete with other mutual fund companies and, 
increasingly, with other financial services organizations including 
banks, brokerage firms and life insurance companies. Mergers and 
acquisition activity in 2001 reflected continued consolidation 
within the industry. Management expects continued consolidation 
in the industry as smaller participants are acquired by larger, more 
efficient organizations. 

Within the various mutual fund distribution channels, compe- 
tition is strong. Management views this as a healthy environment 
that allows investors to receive high-quality investment manage- 


ment services for reasonable fees. The Company has enhanced its 
competitive position in the mutual fund and financial services 
industries through: 


¢ the acquisition of Mackenzie which will be a key factor in the 
Company’s future success. The acquisition gives the Company 
access to additional distribution channels as well as positioning 
the Company to realize numerous operating efficiencies and 
product enhancements; 


* the offering of a broader range of financial products and 
increasing the diversification of the Company’s core products 
to strengthen existing client relationships and attract 
new clients; 


¢ the Company’s agreement with CIBC, through which banking 
and brokerage services will be offered in 2002, is further 
evidence of the Company’s ability to expand its product shelf 
in new and unique ways that serve existing clients and attract 
new ones. 


This strategy will enhance the extent and quality of the 
Company’s client relationships, protecting its client base and 
expanding its market share. 


Market Influences 

Corrections in domestic and international markets and changes in 
interest rates may affect the future outlook for the Company. 
Financial markets were both weak and highly volatile throughout 
2001. Increases in interest rates could have a significant impact 
on equity markets and mutual fund sales. Declines in the value of 
equity markets could also result in increased redemptions of 
mutual funds. 


Redemption rates 

The redemption rate for long-term funds for the Company’s 
mutual funds was 10.4 per cent for the year, among the lowest in 
the industry. The corresponding redemption rate for the industry as 
a whole, excluding the Company’s mutual funds, was 13.2 per cent. 

The mutual fund industry has successfully educated mutual 
fund investors on the benefits of long-term investing. Financial 
advisers can also play a key role in educating investors about the 
value of a long-term investment strategy and the benefits of an 
appropriate level of portfolio diversification. In periods of declin- 
ing markets and market volatility, they can also be effective in 
encouraging clients to assume a long-term investment outlook 
and continue to invest. 

Investors Group and Mackenzie provide consultants and inde- 
pendent financial advisers, respectively, with superior levels of 
service and support and a broad range of investment products 
— based on asset classes, countries or regions, and investment 
management styles. These are key advantages in maintaining 
strong client relationships. As a result, the Company has been 
able to maintain redemption rates that are among the lowest in 
the industry. 
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Condensed Supplementary Financial Statements December 31 (in millions of dollars) 


Investors Group Mackenzie Corporate & Other Total 
2001 2000 2001 2000 2001 2000 2001 2000 
Condensed Statements of Earnings 
Fee income 1,092 1,075 557 1,649 1,075 
Net investment income and other 76 66 15 44 56 135 122 
1,168 1,141 572 44 56 1,784 1,197 
Operating expenses 
Commissions 278 357 219 497 357 
Non-commission 300 330 220 520 330 
578 687 439 1,017 687 
Earnings before interest and taxes 590 454 133 44 56 767 510 
Restructuring costs 96 
Interest expense 73 3 
Net income before taxes 598 507 
Income taxes 253 223 
Net income, excluding goodwill amortization 345 284 
Goodwill amortization 72 
Net income 273 284 
Preferred dividends 13 
Net income available to common shareholders 
including goodwill amortization 260 284 
Excluding goodwill amortization 332 284 
Excluding goodwill amortization and restructuring costs 388 284 
Condensed Balance Sheets 
Cash and short-term investments 854 716 
Securities 248 416 
Loans 655 216 
Investment in affiliate 298 293 
Deferred selling commissions 657 71 
Other assets 389 250 
Goodwill 3,021 23 
Total assets 6,122 1,985 
Deposits and certificates 671 219 
Bankers’ acceptances 497 
Other liabilities 914 502 
Long-term debt 1,362 168 
3,444 889 
Shareholders’ equity 2,678 1,096 
Total liabilities and shareholders’ equity 6,122 1,985 
Investors Group Inc. Investors Group Inc. 
Diluted Earnings per Share* Client Assets under Management 
(in dollars) and Administration 
(in billions of dollars) 
; ; , aon B Mackenzie 39.4 
ae mink aapaad ied 0 Investors Group 43.7 
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Highlights of Results 

Power Financial and the Frére group of Charleroi, Belgium, each 
hold 50 per cent of Parjointco N.V., a Dutch company that, as 

at December 31, 2001, held 61.4 per cent of the voting rights 
(61.4 per cent in 2000) and 54.6 per cent of the participating 
common shares (54.7 per cent in 2000) of Pargesa, the parent 
company of the Pargesa group. Pargesa has its head office in 
Geneva, Switzerland, and its shares are listed on the Swiss 
Exchange. The Pargesa group holds interests in large European 
companies active primarily in the sectors of media 

(Bertelsmann AG), oil and gas, and petrochemicals (TotalFinaEIf), 
energy, water and waste services (Suez) and specialty minerals 
(Imerys S.A.). 

The carrying value of Power Financial’s interest in Parjointco 
as at December 31, 2001 was $1.4 billion, compared with 
$1.3 billion in 2000. This increase represents Power Financial’s 
share of the net earnings of Parjointco, foreign currency translation 
adjustments and other items, less dividends received. An organiza- 
tion chart and a more detailed description of the group’s principal 
holdings are presented further in this section. 

As at December 31, 2001, Pargesa and its subsidiary Groupe 
Bruxelles Lambert $.A. (GBL) held a 53.8 per cent aggregate 
equity interest (54.1 per cent in 2000) in Imerys, a company 
listed on the Paris stock exchange. In addition, Pargesa directly 
held 100 per cent of the shares of Orior Holding S.A., a company 
based in Vevey, Switzerland, active in the food industry. In April 
2001, the shareholders of GBL and its intermediate holding 
subsidiary Electrafina $.A. approved the merger of the two 
companies, and the resulting entity retained the name of Groupe 
Bruxelles Lambert $.A. As a result of the merger, Pargesa’s equity 
and voting interests in GBL decreased from 54.6 and 59.1 per 
cent, respectively, at the end of 2000, to 48.1 and 50.1 per cent, 
respectively, at the end of 2001. GBL, which is based in Brussels, 
Belgium, is listed on the Euronext Brussels stock exchange and 
holds, in addition to a 26.3 per cent interest in Imerys, the 
Pargesa group’s interests in Bertelsmann, TotalFinalElf and Suez. 


Pargesa Group — Financial Information 
As at December 31, 2001 (in millions of dollars) 


Over the last few years, Pargesa has taken steps to: 


¢ focus on a limited number of industrial and services companies 
that are well positioned in their respective markets and over 
which the group has full or joint control, or in which it at least 
holds a significant interest. In keeping with this strategy, the 
Pargesa group has actively worked to turn local or regional 
businesses into world-class companies; 


¢ streamline the corporate structure of the group while strength- 
ening its financial position. 


As a result, the group’s investment portfolio has undergone a 
number of changes: many assets have been sold and, in some 
instances, significant acquisition, merger or exchange transactions 
have been carried out or encouraged in order to consolidate the 
group’s existing positions. 

The two largest transactions in 2001 — merging GBL and the 
intermediary holding company Electrafina and exchanging 
the 30 per cent interest in RTL Group for a 25 per cent interest in 
the media group Bertelsmann — completed a key phase of the 
above strategy. The group now owns, through a simplified hold- 
ing structure, four investments representing more than 95 per 
cent of Pargesa’s current adjusted net asset value as described in 
the table on page 31. 

As at the end of March 2002, adjusted net asset value was 
$7,130 million, corresponding to a value per Pargesa share 
of SF4,485. 

Pargesa’s flow-through adjusted net asset value is calculated 
on the basis of market value for investments in listed companies 
and on the basis of Pargesa’s economic interest applied to 
common shareholders’ equity for non-listed companies (as per 
the most recent information provided by them). The amount 
allocated to Bertelsmann in the table on page 31 ($1,518 million) 
is based on its shareholders’ equity as of December 31, 2001, 
which is now established under International Accounting 
Standards (IAS). Prior to the end of March 2002 and in the 


Cash and temporary investments (2) 
Long-term debt 

Shareholders’ equity 

Market capitalization 


Pargesa Groupe Bruxelles 
Holding S.A. Lambert S.A. 
(14) 1,174 

3178) 1,089 (4) 
6,457 11,938 
5,275 11,489 


eee ce eee 


(1) Foreign currencies have been converted into Canadian dollars at year-end rate. 
2) Net of financial debt due within one year. 

(3) Drawdowns from bank credit facilities maturing in 2004 and 2005. 

(4) Including convertible and exchangeable bonds, for an amount of $880 million. 
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absence of a public market for shares of Bertelsmann, GBL and 
Pargesa had elected to allocate to the Bertelsmann shares the 
amount of $2,405 million (at current exchange rates), equal to the 
value of RTL Group shares exchanged for shares of Bertelsmann 
as of the time of the exchange (July 2, 2001). This amount was 
not intended to represent ongoing fair value. 


Earnings 

From an accounting standpoint, the implementation of the 
strategy undertaken over the past few years has led to a decrease 
in the number of investments that are accounted for under the 
equity method. As for TotalFinaElf and Suez, which represent 
60 per cent of Pargesa’s adjusted net asset value, only the annual 
dividend received from these companies is recorded in Pargesa’s 
earnings statement. 

Pargesa reported a decrease in operating earnings in 2001, 
as compared with the previous year. Both Imerys and holdings in 
the media sector (RTL Group in the first half of the year, 
Bertelsmann in the second half) produced lower contribution to 
Pargesa’s operating earnings in 2001 as compared with 2000. 
Imerys’ net operating income slightly increased, however 
Pargesa’s share of the contribution received from Imerys fell as a 
result of increased amortization of goodwill and the appreciation 
of the Swiss franc. In the media sector, Bertelsmann and RTL 
Group had to face the effect of the economic slowdown and espe- 
cially lower advertising revenues, combined with Internet 
expenses and the impact of the September 11 events on markets 
in which they operate. These lower contributions have been partly 
offset by higher dividends received from TotalFinaElf and Suez, as 
well as increased contributions from holding companies. 

The Pargesa group again recorded significant non-operating 
earnings in 2001 amounting to SF291.5 million, as compared with 


Pargesa — Adjusted Net Asset Value (flow-through basis) 
As at the end of March 2002 (in millions of dollars) 


SF250.9 million in the previous year. In 2001, non-operating earn- 
ings consisted primarily of the accounting gain resulting from the 
exchange of GBL’s 30 per cent interest in RTL Group for a 25 per 
cent interest in Bertelsmann and, to a lesser extent, of the gain 
recorded by GBL from the disposal of its interest in Lasmo; these 
gains have been partly offset by the group’s share of a one-time 
charge recorded by Imerys and other items. In 2000, non-operating 
earnings included significant gains resulting from the disposal of 
Audiofina shares. 


Pargesa Holding S.A. 
December 31, 2001 (in millions) 2001 2000 


SF $0) SF $1) 


Operating earnings before 
goodwill amortization 139 128 206 182 


Goodwill amortization (25) (23) (32) (29) 
Non-operating earnings °) 291 268 251 221 
Net earnings 405 373 425 374 


(1) Average Swiss franc to Canadian dollar: 0.9184 in 2001 and 0.8793 in 2000 
(2) Including Pargesa’s share of non-operating earnings recorded by companies 
accounted for under the equity method 


Bertelsmann was affected in 2001 by the slowdown in the 
economy and, in particular, the advertising markets that the 
television sector (RTL Group) and the newspaper and magazine 
publishing sector (Gruner + Jahr) directly rely upon. For the six- 
month period ending December 31, 2001, Bertelsmann posted 
earnings of €949 million (C$1.3 billion), including non-recurring 
gains of €2.2 billion (C$3.1 billion), primarily on the disposal 

of AOL securities. These gains have not been recorded by GBL in 
its income because the shares in AOL were estimated at their fair 
value at the time of the acquisition by GBL of its interest in 
Bertelsmann. 


Net Assets 
(Pargesa’s share) % 

TotalFinaElf (3.3 per cent — largest shareholder) 2,742 38.4 
Suez (7.1 per cent — largest shareholder) 1,542 21.6 
Bertelsmann (25.1 per cent — second shareholder) ") 1,518 213 
Imerys (53.8 per cent — controlling shareholder) 1,076 15.1 
Orior (100 per cent) (2) 175 2.4 
Other investments 119 1.6 
Net cash and short-term assets (3) 491 6.9 
Long-term debt °) (533) (7.3) 

7,130 100 


Note: Percentage of ownership denotes the cumulative interests of Pargesa and its subsidiaries and affiliates. Figures have been converted into Canadian dollars using an 


exchange rate of 0.9485. 


(1) Second shareholder after the Mohn family and Bertelsmann Foundation. The value of the investment in the private company Bertelsmann is equivalent to Pargesa’s 


economic interest in Bertelsmann’s shareholders’ equity as of December 31, 2001. 


(2) The investment in Orior is valued using its sharebolders’ equity at December 31, 2001. 


(3) Pargesa’s share of net cash and short-term assets or long-term debt. 
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As a result of the July 2001 transaction with GBL and the 


January 2002 purchase of the interest held by the Pearson group, 


Bertelsmann then controlled 89 per cent of RTL Group, which is 
becoming one of Bertelsmann’s major assets. In 2001, despite a 
shrinking advertising market, RTL grew its market share, in terms 
of both audience and revenues, in the main geographic regions in 
which it operates. During the year, the Bertelsmann group’s 
publishing houses, which were grouped under Random House 
early in 2001, published 169 titles that made The New York Times 
bestseller list, 22 of which hit number one. In the music sector, 
the management and operations of BMG were reorganized and its 
strategic activities more clearly defined; in 2002 according to an 
agreement between BMG and Summer Shore N.V., BMG may be 
required to sell its minority interest in the Zomba group to 
Summer Shore for a nominal amount, or to acquire from Summer 
Shore its majority interest in Zomba for an amount estimated to 
be approximately US$3 billion. In the book and music clubs 
sector, the group invested heavily in infrastructure, information 
technology and the Internet in order to optimize its offering and 
service to customers. 

Bertelsmann also restructured its Internet activities, limiting 
and directly attaching them to the different operations to which 
they relate. By disposing of its investments in Internet service 
providers (AOL) and network operators (mediaWays), the group 
generated significant cash resources. 


TotalFinaElf resisted relatively well against the downturn in the 
oil market environment that occurred during the second half of 
2001. Net earnings excluding non-recurring items slipped 2 per 
cent from the previous year to €7.5 billion (C$10.6 billion). This 
performance was achieved due to production growth combined 
with synergy and productivity programs that are being implemented 
at a faster pace than initially targeted. Due notably to the accretive 
impact of significant share repurchases made by the group, for 
€6.1 billion (C$8.5 billion), net earnings per share excluding 
non-recurring items were unchanged from the previous year. Net 
earnings, however, were up 11 per cent over 2000 to €7.7 billion 
(C$10.8 billion). 


Suez posted revenues of €42.4 billion (C$59 billion), up 22 per 
cent over 2000, for growth of 13 per cent excluding energy trading 
activities. International business (outside France and Belgium) 
grew substantially, up 37 per cent, representing 54 per cent of the 
group’s total revenues. Revenue growth for global businesses was 
as follows: 18.4 per cent for Energy, 7.8 per cent for Water and 
5.1 per cent for Waste Services. The group’s growth is closely tied 
to numerous contracts signed throughout the past year, in particular 
with industrial clients, which account for over 50 per cent of the 
group’s revenues. 

Current net earnings of global businesses were up by 12.5 per 
cent at €1.2 billion (C$1.7 billion), while the group’s net earnings 
were up 8.7 per cent to €2.1 billion (C$2.9 billion), 


Imerys saw its business progress despite a difficult economic 
environment marked by a downturn in the second half of 2001, 
particularly in paper and refractories and especially in the 
United States. Sales were up 3.3 per cent in 2001 to €2.9 billion 
(C$4.1 billion), reflecting the impact of external growth 
operations which also reduced the exposure of Refractories and 
Abrasives (acquisition of Treibacher, the world’s leading producer 
of fused alumina for the abrasives industry) to unfavourable 
economic conditions and opened up new markets in the U.S. 
for Ceramics & Specialties (acquisition of K-T, a ceramic 

paste producer). 

Net current earnings were up by 2.4 per cent to €171 million 
(C$240 million), while net earnings including an exceptional 
charge related mainly to restructuring and rationalization 
expenses stood at €79 million (C$111 million), compared with 
€140 million (C$192 million), the previous year. 


Cash Earnings and Dividends 

Pargesa’s results can also be analyzed on the basis of flow- 
through cash earnings. Under this approach, Pargesa’s share in 
the operating results from its holdings subject to equity account- 
ing (Imerys, as well as RTL Group for the first half of 2001) is 
replaced by Pargesa’s effective share of the dividends received 
from these two holdings. On this basis, Pargesa’s flow-through 
cash earnings per share increased from SF71 in 2000 to SF104 in 
2001. Taking into account the increase in the dividends received 
by the group, the Pargesa Board will propose to the next Annual 
Shareholders Meeting in May 2002 an increase in the dividend 
from SF75 to SF80 per bearer share. 
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Contribution Flow-Through Cash Earnings 
(in millions of SF) 2001 2000 
Imerys 34.7 347 
RTL Group 28.9 12.6 
Bertelsmann (no dividend received in 2001) - — 
TotalFinaElf 58.4 36.9 
Suez 36.4 323 
Cash earnings from major holdings 158.4 1135 
Contribution from other participations 7.9 29 
Operating results of holdings 8.5 2.3 
Pargesa flow-through cash earnings 174.8 118.7 
Cash earnings per share (in SF) 104 71 
Pargesa dividend 80 75 
Outlook 


The Pargesa group plans to continue to centre its activities on a 
small number of large European companies and to focus on their 
strategic development. 
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Groupe Bruxelles 


25.1% 3.3% 


Bertelsmann TotalFinaElf 


Above percentages denote participating equity interest as at December 31, 2001. 


() Pargesa held 50.1 per cent of the voting rights in GBL at December 31, 2001. 


Distribution of Adjusted Net Asset Value of Pargesa 
as at the end of March 2002 


Imerys 
15.1% 


Bertelsmann 
21.3% 


PARGESA 


Suez 


21.6% 
Other Assets, 
Net 
3.6% 
TotalFinaElf 
38.4% 


48.1% 


Lambert 


7.1% 


26.3% 


27.5% 
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Composition of Pargesa’s Flow-Through Net Earnings As at and for the years ended December 31 (in millions of dollars) “!) 


Cumulative Pargesa’s Contribution 
Equity Economic to Pargesa’s Earnings 
Interest Interest 2001 2000 
% % $ § 

Contribution from principal holdings 
+ Equity accounted 

Imerys (industrial) 53.8 40.1 77 80 

Bertelsmann (media) ) 25.1 12.1 (67) 

RTL Group (media) 2) 9 25 
+ Non-consolidated 

TotalFinaElf (energy) 3.3 1.6 54 32 

Suez (energy, water, waste services) Tel 3.4 33 29 

“sa aa 106 166 

Other companies subject to equity accounting 11 10 
Operating earnings from holding companies 11 6 
Operating earnings before goodwill amortization (4) 128 182 
Goodwill amortization “) (23) (29) 
Capital gains, net 268 221 
Net earnings 373 374 


ae ee 


Average currency rate 0.9184 0.8793 


sso 


(1) As published by Pargesa and converted into Canadian dollars based upon average exchange rates, which increased 4.4 per cent in 2001. 
(2) Second half of 2001. 

(3) First half of 2001; in 2000, represents the contribution of CLT-UFA for the first half of the year and of RTL Group for the second half. 

(4) Goodwill amortization refers to goodwill amortization recorded by holding companies on their investments. - 


Statement of Corporate Governance Practices 


Power Corporation believes in the importance of good 
corporate governance and the central role played by directors in 
the governance process. The Board of Directors recognizes the 
utility of sharing this belief with its shareholders. The Board is 
responsible for, and takes this opportunity to expand on, Power’s 
corporate governance philosophy and practices. 

Power Corporation is an international management and holding 
company. It has had controlling shareholders since its beginnings 
in 1925. Its present controlling shareholder has held control since 
1968 and today holds in the aggregate, directly or indirectly, or 
holds voting power over, shares carrying approximately 65 per 
cent of the votes. Power Corporation is not an operating company 
and over half of its interests are located outside Canada, specifically 
in the United States, Europe and Asia. These characteristics are 
important in any consideration of governance philosophy and 
practices as they apply to the Corporation. 

There exist many models of corporate ownership and 
governance, including widely held and closely held companies 
and including boards composed largely of “related” directors and 
boards composed almost entirely of “unrelated” directors. It is 
our belief that no single corporate governance model is superior 
or appropriate in all cases. The Board believes that the governance 
system in place at Power Corporation is appropriate and effective 
and that there are in place appropriate structures and procedures 
to ensure its independence from management. 

The Board believes it is appropriate in a management and 
holding company such as Power Corporation, with a controlling 
shareholder, that the positions of the Chairman of the Board 
and Co-Chief Executive Officer overlap. 


The Board and Board Committees 

The directors supervise the management of the business and 
affairs of a corporation. In fulfilling that responsibility, Power 
Corporation’s Board appoints senior executive management, 
provides advice to management from time to time, and assesses 
the ongoing progress of the Corporation and its subsidiaries. 
The Board and its committees review corporate plans and 
objectives. The objective of the Directors in performing these 
functions is to enhance shareholder value while acting in the 
long-term best interests of the Corporation. The Board believes 
that its present size is appropriate for effective decision-making. 


A number of our Directors are active through committees of 
the Board. There are three such committees of Directors: the 
Executive Committee, the Audit Committee and the 
Compensation Committee. Committee membership is shown on 
page 62 of this annual report. The Board has the authority to 
establish additional committees of Directors and to determine 
their roles and responsibilities. 

The Executive Committee meets when necessary in the inter- 
val between meetings of the full Board. It has all of the powers 
which, by law, may be delegated to it by the Board, but does not 
exercise those powers to make a significant decision that has not 
already been approved in principle by the full Board, except in a 
situation where immediate action is required. The activities and 
decisions of the Executive Committee are reported to the Board 
of Directors. 

In the performance of its functions, the Audit Committee 
reviews with the Corporation’s auditors the audited financial 
statements and reviews financial information to be included in 
public disclosure documents. It also reviews the nature and scope 
of the annual audit plan, and makes a recommendation to the 
Board regarding the appointment of auditors. The Committee 
communicates directly and, from time to time, meets 


privately with the Corporation’s auditors. The role and 


responsibilities of the Committee have been defined by the Board. 


The Compensation Committee reviews and establishes the 
compensation of the executive officers of the Corporation and of 
the members of the Board of Directors. In the performance of its 
functions the Committee reviews the performance of the executive 
officers and of the Corporation as a whole. It reviews, from time 
to time, the Corporation’s compensation policy, its pension and 
retirement income policy and its benefits program as well as the 
compensation of Directors. The Committee also administers 
the Corporation’s Stock Option Plan. Also in the performance of 
its functions, the Committee consults with outside compensation 
experts. The Committee’s role is more fully described in the 
Corporation’s management proxy circular. 

Any board responsibility or authority not delegated to senior 
management or a Board committee remains with the full Board. 
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Statement of Corporate Governance Practices 


Composition of the Board and Board Committees 

Nominees for election to the Board of Directors are chosen by the 
Board according to a variety of criteria including integrity and 
reputation, general knowledge and experience in a particular field 
of interest. The Corporation believes that a diversity of views and 
experience enhance the ability of the Board as a whole to fulfill its 
responsibilities to the Corporation. Directors are not required to 
be specialists in the affairs of the Corporation or the industries in 
which it invests but are expected to provide the Corporation with 
the benefit of their domestic or international business experience, 
their judgment and their vision. The Corporation provides an 
orientation program for newly elected directors. The Board 
nomination function is performed by the Board as a whole. 

A majority of the Corporation’s Directors are considered to be 
unrelated to Power Corporation. In addition, a number of 
Directors are free from any interest in, or relationships with, 
either Power Corporation or its controlling shareholder. In light 
of the obligations and duties falling upon directors, Power 
Corporation does not believe that whether a director is related or 
unrelated is an essential criterion for effective board participation. 
All of Power Corporation’s Directors, whether related or not, 
bring to the Corporation an interest in and knowledge of the 
affairs of the Corporation and its affiliated companies, which is a 
benefit to Power Corporation and its shareholders. 

The Audit and Compensation Committees are composed 
entirely of outside, unrelated Directors. The Executive Committee 
includes a majority of outside and unrelated Directors. 


Committees may, at Power Corporation’s expense, retain such 
professional advisers as the Committees deem appropriate for the 
purpose of carrying out their duties and responsibilities. 

In addition to its Board of Directors, the Corporation benefits 
from the counsel and international experience of prominent 
individuals from around the world who are members of its 
International Advisory Council. 


Communications Policy 

The Corporation has adopted policies respecting communications 
with its shareholders and others. Management is available to 
shareholders to respond to questions and concerns on a prompt 
basis, subject to the limitations imposed by law and the sensitivity 
of certain information relating to the Corporation. Members of 
management meet from time to time with institutional and other 
investors. The Corporation also communicates with its share- 
holders through a variety of other means, including its annual 
reports, quarterly reports and news releases. The Corporation 
maintains a website at www.powercorp.com, updated with current 
corporate information and interlinked to the websites of group 
companies. 

Statutory disclosure documents such as management 
information circulars and annual information forms are reviewed, 
and where required, approved by the Board. At the Corporation’s 
annual meetings, an opportunity is afforded to shareholders to 
question senior management. The Board believes that 
the Corporation’s communications with its shareholders and the 
avenues available for shareholders and others interested in 
the Corporation to make inquiries about the Corporation are 
responsive and effective. 


Power Corporation of Canada 


Consolidated Balance Sheets as at December 31 (in millions of dollars) 


2001 2000 
Assets 
Cash and cash equivalents 2,590 2,024 
Investments (Note 2) 
Shares 2,237 2,301 
Bonds 32,585 30,400 
Mortgages and other loans 15,237 14,586 
Real estate 1,276 1,218 
51,335 48,505 
Investment in affiliate, at equity (Note 3) 1,406 1,296 
Goodwill, net of accumulated amortization 4,861 1,812 
Other assets (Note 4) 8,538 6,995 
68,730 60,632 
Liabilities 
Policy liabilities 
Actuarial liabilities (Note 5) 43,909 41,537 
Other 3,690 3,562 
Deposits and certificates 671 219 
Long-term debt (Note 6) 2,544 1,026 
Other liabilities (Note 7) 6,347 4873 
57,161 Si 17, 
Non-controlling interests (Note 8) 6,877 5,477 
Shareholders’ Equity 
Stated capital (Note 9) 
Non-participating shares 407 211 
Participating shares 360 353 
Retained earnings 3,700 3,239 
Foreign currency translation adjustments 225 135 
4,692 3,938 
68,730 60,632 


Approved by the Board of Directors 


Pivhan ke Go Wan 


Director Director 
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Power Corporation of Canada 


Consolidated Statements of Earnings for the years ended December 31 (in millions of dollars, except per share amounts) 


2001 2000 
Revenues 
Premium income 10,477 9,976 
Investment income 4,046 3,955 
Fees and media income 3,837 2,954 
18,360 16,885 
Expenses 
Paid or credited to policyholders and beneficiaries including policyholder 
dividends and experience refunds 12,030 11,374 
Commissions and operating expenses 4,187 3,637 
Special charges (Note 19) 204 
Interest expense 141 62 
16,562 15,073 
1,798 1,812 
Share of earnings of affiliate (Note 3) 33 44 
Other income, net (Note 12) 191 209 
Earnings before income taxes, amortization of goodwill and non-controlling interests 2,022 2,065 
Income taxes (Note 13) 663 755 
Amortization of goodwill 149 7) 
Non-controlling interests (Note 8) 592 582 
Net earnings 618 657 
Earnings per participating share (Note 14) 
Basic 2.74 2.93 
Diluted 2.69 2.86 
Earnings before amortization of goodwill per participating share 
Basic 3.08 3.12 
Diluted 3.03 3.06 
Consolidated Statements of Retained Earnings for the years ended December 31 (in millions of dollars) 
2001 2000 
Retained earnings, beginning of year 
as previously reported 3,239 2,773 
Change in accounting policies (Note 1) (41) 
3,239 2,732 
Add 
Net earnings 618 657 
Par 3,857 3,389 
Deduct 
Dividends 
Non-participating shares 12 12 
Participating shares 149 127 
Premium on repurchase of participating shares (Note 9) 20 
Other (4) (9) 
Se - 157 150 
Retained earnings, end of year 3,700 3,239 


Consolidated Statements of Cash Flows _ for the years ended December 31 (in millions of dollars) 


2001 2000 
Operating activities 
Net earnings 618 657 
Non-cash charges (credits) 
Increase (decrease) in policy liabilities 1,357 969 
Decrease (increase) in funds withheld by ceding insurers (922) (1,129) 
Amortization and depreciation 208 108 
Future income taxes (7) (140) 
Non-controlling interests 592 582 
Other 527 (546) 
Cash from operating activities 2,373 501 
Financing activities 
Dividends paid 
By subsidiaries to non-controlling interests (267) (246) 
Non-participating shares (11) (11) 
Participating shares (149) (127) 
(427) (384) 
Acquisition of participating shares for cancellation (22) 
Issue of subordinate voting shares 7 4 
Issue of non-participating shares 200 
Repurchase of non-participating shares for cancellation (4) (4) 
Issue of common shares by subsidiaries 23 12 
Issue of preferred shares by subsidiaries 560 
Repurchase of preferred shares by a subsidiary (221) 
Repurchase of common shares by subsidiaries (193) (97) 
Issue of long-term debt, commercial paper and other loans 1,982 43] 
Repayment of long-term debt, commercial paper and other loans (96) (101) 
Other 18 (89) 
1,849 (250) 
Investment activities 
Bond sales and maturities 17,843 16,240 
Mortgage loan repayment 2,742 3,840 
Sale of shares 807 784 
Change in loans to policyholders (630) (267) 
Change in repurchase agreements 400 (119) 
Investment in subsidiaries (2,602) (218) 
Investment in bonds (19,225) (15,545) 
Investment in mortgage loans (2,278) (3,563) 
Investment in shares (669) (1,205) 
Other (44) (79) 
(3,656) (132) 
Increase in cash and cash equivalents 566 119 
Cash and cash equivalents, beginning of year 2,024 1,905 
Cash and cash equivalents, end of year 2,590 2,024 
Supplemental cash flow information 
Income taxes paid 677 711 
Interest paid 141 67 
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Power Corporation of Canada 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies 

The consolidated financial statements have been prepared in accordance 
with generally accepted accounting principles in Canada and include the 
accounts of the Corporation, its subsidiaries and its affiliate. The preparation 
of financial statements in conformity with generally accepted accounting 
principles requires Management to make estimates and assumptions that 
affect the amounts reported in those statements and accompanying notes. 
The reported amounts and note disclosures are determined using 
Management's best estimates based on assumptions that reflect the most 
probable set of economic conditions and planned courses of action. Actual 
results may differ from such estimates. 

The principal operating subsidiaries of the Corporation are: Power 
Financial Corporation (“Power Financial”) (interest of 67.5%, 2000 — 
67.4%), Gesca Ltée (interest of 100%) and Power Technology Investment 
Corporation (“PTIC”) (interest of 100%). Power Financial holds Great-West 
Lifeco Inc. (“Lifeco”) (direct interest of 77.8%, 2000 — 77.2%), which holds 
100% of the common shares of Great-West Life & Annuity Insurance 
Company (“GWL&A’) and 100% of the common shares of The Great-West 
Life Assurance Company (“Great-West”), which in turn holds 100% of the 
common shares of London Insurance Group Inc. (“LIG”), which in turn 
holds 100% of London Life Insurance Company and Investors Group Inc. 
(“Investors Group”) (direct interest of 56.2%, 2000 — 67.9%), which holds 
100% of the common shares (2000 — nil) of Mackenzie Financial 
Corporation. Investors Group also holds 4.4% (2000 — 4.4%) of the 
common shares of Lifeco and Great-West holds 3.5% (2000 — nil) of the 
common shares of Investors Group. 

The Corporation accounts for its investments in its affiliate using the 
equity method. 


Cash and cash equivalents 

For purposes of the statement of cash flows, cash and cash equivalents 
comprise cash and temporary investments consisting of highly liquid 
investments with short-term maturities. 


Investments 
Investments, other than those held by Lifeco are accounted for as follows: 

Investments in shares are carried at cost; where there has been a loss in 
value that is other than a temporary decline, a write-down is made to rec- 
ognize the loss. Bonds, mortgages and other loans are valued at amortized 
cost plus accrued interest less provisions for losses. Real estate invest- 
ments are valued at cost less provisions for losses. 

Investments held by Lifeco are accounted for as follows: 

Investments in shares (equity securities) are carried at cost plus a 
moving average market value adjustment of $31 million (2000 — $38 mil- 
lion). The carrying value is adjusted towards market value at a rate of 15% 
per annum. Net realized gains and losses are included in Net Deferred 
Gains on Portfolio Investments Sold and are deferred and amortized to 
earnings at 15% per annum on a declining balance basis. Market values for 
public shares are generally determined by the closing sale price of the 


security on the exchange where it is principally traded. Market values for 
shares for which there is no active market are determined by management. 

Investments in bonds and mortgage loans (debt securities) are carried 
at amortized cost net of any allowance for credit losses. The difference 
between the proceeds on the sale of a debt security and its amortized cost 
is considered to be an adjustment of future portfolio yield. Net realized 
gains and losses are included in Net Deferred Gains on Portfolio 
Investments Sold and are deferred and amortized over the period to matu- 
rity of the security sold. 

Investments in real estate are carried at cost net of write-downs and 
allowances for loss, plus a moving average market value adjustment of 
$65 million (2000 — $54 million). The carrying value is adjusted towards 
market value at a rate of 10% per annum. Net realized gains and losses are 
included in Net Deferred Gains on Portfolio Investments Sold and are 
deferred and amortized to earnings at 10% per annum on a declining balance 
basis. Market values for all properties are determined annually by manage- 
ment based on a combination of the most recent independent appraisal and 
current market data available. Appraisals of all properties are conducted at 
least once every three years by qualified appraisers. 

Other loans, which include loans to policyholders and personal loans, 
are shown at their unpaid balance and are fully secured by the cash 
surrender values of the policies. 


Securitizations 

The Corporation periodically securitizes mortgages and personal loans 
through sales to commercial paper conduits that in turn issue securities to 
investors. The Corporation retains servicing responsibilities and certain 
elements of recourse with respect to credit losses on transferred loans. 
The Corporation also securitizes mortgages through the issuance of 
mortgage-backed securities. Effective July 1, 2001, the Corporation 
adopted the Canadian Institute of Chartered Accountants (CICA) Accounting 
Guideline 12 (AcG 12) — Transfers of Receivables, for transfers of loans 
occurring on or after July 1, 2001. 

Under AcG 12, transfers of loans are treated as sales provided that con- 
trol over the transferred loans has been surrendered and consideration 
other than beneficial interests in the transferred loans has been received in 
exchange. The loans are removed from the consolidated balance sheet and 
a gain or loss is recognized in income immediately based on the carrying 
value of the loans transferred, allocated between the assets sold and the 
retained interests in proportion to their fair values at the date of transfer. 
The fair values of loans sold, retained interests and recourse liabilities are 
determined using either quoted market prices, pricing models which take 
into account management’s best estimates of key assumptions such as 
expected losses, prepayment and discount rates commensurate with the 
risks involved, or sales of similar assets. The Corporation continues to ser- 
vice the loans sold. As a result, a servicing liability is recognized and amor- 
tized over the servicing period as servicing fees. 

Transfers of loans occurring, or committed to, prior to July 1, 2001, are 
accounted for as sales when the significant risks and rewards of ownership 
have been transferred and there is reasonable assurance regarding the 
measurement of the consideration derived from the sale. Gains on these 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies (continued) 
transactions are recognized over the term of the structure provided that 
there is no recourse to the Corporation for the consideration derived from 
the sale. To the extent there is recourse to the Corporation on the transac- 
tion, any gain is deferred until the cash is collected and there is no 
recourse. Fees earned by the Corporation to service the securitized loans 
are recognized as services are provided. 

For all transfers of loans, gains and losses on sale and servicing fee rev- 
enues are reported in investment income in the consolidated statement of 
income. The servicing liability is recorded in other liabilities on the con- 
solidate balance sheet. 


Deferred selling commissions 

Commissions paid by Investors Group on the sale of certain mutual fund 
products are deferred and amortized against related fee income over a 
maximum period of seven years. Prior to April 1, 2001, the maximum 
period for amortization was three years. Investors Group has changed the 
period of amortization of these expenditures to reflect a more accurate 
estimate of their useful life. The change in accounting estimate was applied 
prospectively and resulted in a decrease of $62 million ($35 million after 
tax) in commissions expense for the nine-month period ended December 
31, 2001. Commissions paid on the sale of deposits are deferred and amor- 
tized over the term of the deposit with a maximum amortization period of 
five years. 


Goodwill 

Goodwill, being the difference between the cost of the investment in sub- 
sidiary and affiliated corporations and the fair value of the underlying net 
assets at the dates of acquisition, is being amortized over periods not 
exceeding forty years using the straight-line method. The Corporation 
reviews the carrying value of goodwill to determine if it has been perma- 
nently impaired in value by conditions affecting subsidiary and affiliated 
corporations, using projections of future earnings and cash flow of the 
related subsidiary and affiliated corporations. Management is of the opin- 
ion that there has been no reduction in the value assigned to goodwill. 


Stock based compensation plans 

The Corporation has stock option plans, a stock purchase plan and a 
defined share unit plan which are described in Note 10. No compensation 
expense is recognized for the stock option plans when stock options are 
granted to employees. Any consideration paid by employees on exercise of 
stock options is credited to stated capital. Compensation expense is rec- 
ognized for the Corporation’s contributions to the employee share pur- 
chase program and for the deferred share unit plan. 


Repurchase agreements 

Lifeco enters into repurchase agreements with third-party broker-dealers 
in which Lifeco sells securities and agrees to repurchase substantially simi- 
lar securities at a specified date and price. Such agreements are accounted 
for as investment financings. 


Derivative financial instruments 
The Corporation uses derivative products as risk management instruments 
to hedge or manage asset and liability positions including revenues within 
guidelines which prohibit their use for speculative purposes. 

The accounting policies used for derivative financial instruments held 
for hedging purposes correspond to those of the underlying hedged 
position. 


Foreign currency translation 

All assets and liabilities denominated in foreign currency are translated 
into Canadian dollars at exchange rates prevailing at the balance sheet date 
for monetary items and at exchange rates prevailing at the transaction 
dates for non-monetary items. The Corporation follows the current rate 
method of foreign currency translation for its net investments in self- 
sustaining foreign operations. All income and expenses are translated at 
average rates prevailing during the year. Exchange gains and losses are 
included in earnings except those related to self-sustaining operations and 
financing related thereto which are deferred in the shareholders’ equity 
section of the balance sheet. 


Pension plans and other post-retirement benefits 

The Corporation maintains defined benefit pension plans for certain of its 
employees and agents. The plans provide pensions based on length of 
service and final average earnings. The benefit obligation is actuarially 
determined and accrued using the projected benefit method pro-rated on 
service. Pension charge or credit consists of the aggregate of the actuarially 
computed cost of pension benefits provided in respect of the current 
year’s service, imputed interest on the funding excess or deficiency of the 
plan, and the amortization of experience gains or losses over the expected 
average remaining service life of employees. Plan assets are valued at 
market value for purposes of calculating the expected long-term rate of 
return. 

The Corporation also has an unfunded supplementary pension plan 
for certain executives. Pension expense related to current services are 
charged to income in the period during which the services are rendered. 

The Corporation also provides certain post-retirement health care and 
life insurance benefits to eligible retirees, agents and their dependants. 
Prior to 2000, the cost of providing these benefits was expensed as 
incurred. Effective January 1, 2000, the Corporation adopted the recom- 
mendations of the CICA Handbook Section 3461 — Employee Future 
Benefits which require that post-retirement benefits other than pensions 
be accrued over the periods of employee service similar to pension cost. 
The Corporation applied the standard retroactively with no restatement of 
prior periods. The cumulative effect of adopting the new recommendations 
was to increase Other liabilities by $124 million, increase prepaid pension 
assets (included with Other assets) by $8 million, increase future income 
taxes (included with Other assets) by $46 million, decrease Non-controlling 
interests by $29 million, and decrease Opening retained earnings by 
$41 million, 


41 


{||| 


42 


Power Corporation of Canada 


Notes to Consolidated Financial Statements 


Note 1. Summary of significant accounting policies (continued) 


Changes to accounting policies 

Effective January 1, 2001, the Corporation adopted the revised recom- 
mendations of the CICA Handbook section 3500, “Earnings Per Share 
(EPS)”. The revised Handbook section requires that the treasury stock 
method be used to compute the dilutive effect of options, warrants and 
similar instruments as opposed to the previously used imputed earnings 
approach. The section also requires that a reconciliation of the calculation 
of the basic and diluted EPS computations be disclosed. These recommen- 
dations were applied retroactively and prior year figures have been 
restated. 


Future changes to accounting policies 

The CICA recently issued new Handbook Sections 1581, Business 
Combinations, and 3062, Goodwill and Other Intangible Assets. Effective 
July 1, 2001, the standards require that all business combinations be 
accounted for using the purchase method. Goodwill resulting from 
business combinations on or after July 1, 2001 is not being amortized. 
Additionally, effective January 1, 2002, intangible assets currently recorded 
as part of goodwill should be recognized as separate intangible assets; 
goodwill and intangible assets with an indefinite life will no longer 
be amortized to earnings and will be assessed for impairment on an 
annual basis in accordance with the new standards. The Corporation’s 
management is currently evaluating the impact of the adoption of the 
new standards, and therefore has not yet assessed the impact on its 
financial statements. 


The CICA also recently issued Handbook Section 3870, Stock-based 
compensation and other stock-based payments. This Section establishes 
standards for the recognition, measurement and disclosure of stock-based 
compensation and other stock-based payments made in exchange for 
goods and services and applies to transactions, including non-reciprocal 
transactions, in which an enterprise grants shares of common stock, stock 
options, or other equity instruments, or incurs liabilities based on the 
price of common stock or other equity instruments. This Section sets out 
a fair value based method of accounting and is required for certain stock- 
based transactions, effective January 1, 2002 and applied to awards 
granted on or after that date. The Corporation’s management believes that 
the adoption of the new standards will not have a significant impact on its 
financial statements. 


Comparative figures 
Certain of the 2000 amounts presented for comparative purposes have been 
reclassified to conform with the presentation adopted in the current year. 


Notes to Consolidated Financial Statements 


Note 2. Investments Estimated 
Carrying value market value 

Held by the 

Corporation 

Held by and other 

Lifeco subsidiaries Total 
Millions 
$ $ $ $ 
December 31, 2001 
Shares 1,148 1,089 2,237 2,389 
Bonds 32,581 4 32,585 33,296 
Mortgages and other loans 14,582 655 15,237 15,669 
Real estate 1,272 4 1,276 1,515 
49,583 1,752 51,335 52,869 
$ $ § § 
December 31, 2000 

Shares 1,133 1,168 2301 2,896 
Bonds 30,326 74 30,400 30,555 
Mortgages and other loans 14,370 216 14,586 14,911 
Real estate 1,212 6 1,218 1,429 


47,041 1,464 48,505 49,791 


Investment income includes the amortization of net deferred realized gains on portfolio investments sold and of net unrealized gains 
on shares and real estate investment of $217 million (2000 — $244 million). 


Term to maturity and interest rate range of bonds and mortgage loans 


Effective 

1 year lo Over 5 interest 

December 31, 2001 or less years years Total rate ranges 

Millions 

$ $ $ $ % 

Bonds 2,456 7,231 22,898 32,585 0.6-14.5 

Mortgage loans 1,879 3,647 3,310 8,836 3.7-14.0 
December 31, 2000 

$ $ $ S % 

Bonds 2,878 8,732 18,790 30,400 1.5-14.5 

Mortgage loans 2,152 3,758 3,093 9,003 4.0-14.5 


eT 


Other loans, included in mortgages and other loans on the consolidated balance sheet, consist of loans to policyholders and personal loans amounting to 
$6,401 million (2000 — $5,583 million), and have no fixed term. 
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Power Corporation of Canada 


Notes to Consolidated Financial Statements 


Note 2. Investments (continued) 
Included in investments are the following: 


Impaired loans: 


Millions 
; ca 2001 2000 
$ $ 
Mortgage loans 21 30 
Foreclosed real estate 17 7 
Bonds 152 36 
190 23 


Impaired loans include non-accrual loans and foreclosed real estate held 

for sale. Bond and mortgage investments are reviewed on a loan by loan 

basis to determine impaired status. Loans are classified as non-accrual 
when: 

(1) payments are 90 days or more in arrears, except in those cases where, 
in the opinion of management, there is justification to continue to 
accrue interest; or 

(2) the Corporation no longer has reasonable assurance of timely 
collection of the full amount of the principal and interest due; or 

(3) modified/restructured loans are not performing in accordance with the 
contract. 

Where appropriate, provisions are established or write-offs made to 
adjust the carrying value to the net realizable amount. Wherever possible 
the fair value of collateral underlying the loans or observable market price 
is used to establish net realizable value. 


Changes in the allowance for credit losses: 


Millions 
2001 2000 
$ $ 
Balance, beginning 
of year 155 187 
Increase (decrease) in provision 
for credit losses 5 (16) 
Recoveries 3 10 
Write-offs (16) (64) 
Other 20 38 


Balance, end of year 167 155 


The allowance for credit losses includes general provisions, established at 
a level that together with the provision for future credit losses included in 
actuarial liabilities, reflects management’s estimates of potential future 
credit losses. 

Investments in real estate include an asset value allowance which 
provides for deterioration of market values associated with real estate held 
for investment amounting to $27 million (2000 — $31 million). 

Also included in mortgages and other loans are modified/ 
restructured loans that are performing in accordance with their current 
terms amounting to $236 million (2000 — $298 million). 


Notes to Consolidated Financial Statements 


Note 3. Investment in affiliate, at equity (a) 


Millions 

2001 2000 

$ $ 

Carrying value, January 1 1,296 1,251 
Share of earnings 33 44 
Share of gains on disposal of long-term investments, net 72 60 
Foreign currency translation adjustments 19 (30) 
Amortization of goodwill (3) (3) 
Dividends (31) (29) 
Other, net 20 3 
Carrying value, December 31 1,406 1,296 
Share of equity, December 31 1,391 1,279 


a) Parjointco N.V., 50% held by Power Financial, held a voting interest of 61.4% (2000 — 61.4%) and an equity interest of 54.6% (2000 — 54.7%) in Pargesa 
Holding S.A. 


Note 4. Other assets 


Millions 
2001 2000 
$ $ 
Funds withheld by ceding insurers 4,477 3,555 
Dividends and interest receivable 552 569 
Premiums in course of collection 410 606 
Future income taxes 543 453 
Other, including fixed assets, net of accumulated depreciation 2,556 1,812 
8,538 6,995 
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Note 5. Actuarial liabilities 


a) Nature of actuarial liabilities 


Actuarial liabilities of Lifeco represent the amount which, together with 
estimated future premiums and investment income, will be sufficient to 
pay estimated future benefits, dividends and expenses on policies in 
force. Actuarial liabilities are determined using generally accepted actu- 
arial practices, according to standards established by the Canadian 
Institute of Actuaries. In accordance with these accepted practices, 
annuity liabilities and London Life Insurance Company’s group life and 
health claim liabilities have been established using cash flow valuation 
techniques. All other actuarial liabilities have been determined using 
the policy premium method. 

In the computation of actuarial liabilities, valuation assumptions 
have been made regarding rates of mortality/morbidity, investment 
returns, levels of operating expenses and rates of policy termination. 
The valuation assumptions use best estimates of future experience 
together with a margin for misestimation and experience deterioration. 
These margins have been set in accordance with guidelines established 
by the Canadian Institute of Actuaries and are necessary to provide rea- 
sonable assurance that the actuarial liabilities are adequate to cover a range 
of possible outcomes. Margins are reviewed periodically for continued 
appropriateness. 


b) Interest rate risk 


Interest rate risk is managed by effectively matching portfolio invest- 
ments with liability characteristics. Hedging instruments are employed 
where necessary when there is a lack of suitable permanent investments 
to minimize loss exposure to interest rate changes. For Lifeco, the 
valuation interest rate assumes a declining investment yield in order to 
incorporate reinvestment risk in the actuarial valuation. 


c) Credit risk 


Credit risk is managed through an emphasis of quality in the investment 
portfolio and by maintenance of issuer, industry and geographic diver- 
sification standards. For Lifeco, projected investment returns are 
reduced to provide for future credit losses on currently held assets. 


d) Reinsurance risk of Lifeco 


Large amount claim risk for life and health insurance and property and 
casualty insurance is controlled by having reinsurance in place for 
claims over specified maximum benefit amounts (which vary by line of 
business) and by having consolidated catastrophic accident coverage in 
place covering up to $200 million of claims from a single event. 
Reinsurance contracts do not relieve Lifeco from its obligations to 
policyholders. Failure of reinsurers to honour their obligations could 
result in losses to Lifeco. Consequently, allowances are established for 


amounts deemed uncollectible. Lifeco evaluates the financial condition 
of its reinsurers and monitors concentrations of credit risk arising from 
similar geographic regions, activities, or economic characteristics of 
the reinsurers to minimize its exposure to significant losses from 
reinsurer insolvencies. 

As a result of reinsurance, actuarial liabilities have been reduced by 
$1,316 million (2000 — $763 million). 


e) Foreign exchange risk 


If the assets backing actuarial liabilities and other activities are not 
matched by currency, changes in foreign exchange rates can expose the 
Corporation to the risk of foreign exchange losses not offset by liability 
decreases. 

Foreign exchange risk is managed whenever possible by matching 
assets with related liabilities by currency and through the use of deriva- 
tive instruments such as forward contracts and cross-currency swaps. 
These financial instruments allow the Corporation to modify an asset 
position to more closely match actual or committed liability currency. 


f) Liquidity risk 


Liquidity risk is the risk that the Corporation will have difficulty in 
raising funds to meet commitments. The liquidity needs of the 
Corporation are closely managed through cash flow matching of assets 
and liabilities and forecasting earned and required yields, to ensure con- 
sistency between liability requirements and the yield of assets. Over 55% 
of policy liabilities are non-cashable prior to maturity or subject to market 
value adjustments. 


&) Sensitivity of actuarial assumptions 


The actuarial assumption most susceptible to change in the short term 
is future investment returns. One way of measuring the interest rate risk 
associated with this assumption is to determine the effect on the present 
value of the projected net asset and liability cash flows of the non- 
participating business of Lifeco of an immediate 1% increase or an 
immediate 1% decrease in the level of interest rates. The effect of an 
immediate 1% increase in interest rates would be to increase the pre- 
sent value of these net projected cash flows by $15 million. The effect of 
an immediate 1% decrease in interest rates would be to decrease the 
present value of these net projected cash flows by $33 million. The level 
of actuarial liabilities established under the Canadian Asset Liability 
Method of valuation provides for interest rate movements significantly 
greater than the 1% shifts shown above. 
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Note 6. Long-term debt 


Millions 
2001 2000 
$ $ 
Power Financial Corporation 
Exchangeable debentures, due April 30, 2014 (i) 105 105 
7.65% debentures due January 5, 2006 (ii) 150 150 
Investors Group Inc. 
5.52% Prefered A Units, due December 31, 2002 47 
Floating Bankers’ Acceptance, due May 30, 2006 550 
6.75% Debentures 2001 Series, due May 9, 2011 450 
6.65% Debentures 1997 Series, due December 13, 2027 125 125 
7.45% Debentures 2001 Series, due May 9, 2031 150 
Great-West Lifeco Inc. 
First mortgages secured by real estate and limited recourse mortgages 
at interest rates from 6.4% to 11.7% maturing at various dates to 2014 156 158 
6.74% Debentures, due November 24, 2031, unsecured 200 
7.25% subordinated capital income securities redeemable 
on or after June 30, 2004, due June 30, 2048, unsecured (US$175 M) 279 263 
6.75% debentures due August 10, 2015, unsecured 200 200 
Other notes payable at interest rates from 8.0% to 9.0% 25 25 
Other 
Bank loan at prime plus a premium varying between 0.625% and 2.750% 
(effective rate of 8.2% at December 31, 2001) 107 
2,544 1,026 
i) Exchangeable debentures, due April 30, 2014, bear interest at an ii) These debentures were effectively converted into a Swiss franc 


annual rate equal to the dividend received on common shares of BCE 
Inc., and Nortel Networks Corporation (“Nortel”) divided by the cost of 
the debentures, plus 1%. The debentures are redeemable prior to 
maturity at the option of Power Financial at a price equal to the prin- 
cipal amount together with accrued and unpaid interest; the redemp- 
tion price may be satisfied by the delivery of up to 5,465,743 common 
shares of BCE Inc. and 8,583,327 common shares of Nortel or cash, at 
the debenture holders’ option. The BCE Inc. and Nortel common 
shares are included in Investments — Shares at a cost of $103 million. 


denominated debt (SF 127,518,490) bearing interest at 4.43% payable 
semi-annually through a ten-year cross-currency swap expiring in 
2006. The carrying value of this swap is included in Other assets. 


Interest expense on long-term debt amounted to $129 million (2000 — 
$70 million). 

The maximum aggregate amount of principal payments on long-term debt 
in each of the next five years is as follows: $91 million in 2002; $69 mil- 
lion in 2003; $42 million in 2004; $44 million in 2005; and $739 million 
in 2006. 
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Note 7. Other liabilities 


Millions 
2001 2000 
$ $ 
Accounts payable and accrued liabilities 3,373 2,393 
Net deferred gains on portfolio investments sold (a) 1,049 1,095 
Income taxes payable 596 639 
Commercial paper and other loans 215 386 
Other post-retirement benefits 318 246 
Repurchase agreements 400 
Dividends and interest payable 83 46 
Future income taxes 313 68 
6,347 4,873 
(a) The balance of net deferred gains on portfolio investments sold comprises the following: 
Millions 
2001 2000 
$ $ 
Shares 459 473 
Bonds 530 560 
Mortgage loans : 42 47 
Real estate ; : 18 15 
1,049 1,095 
Note 8. | Non-controlling interests 
Millions 
2001 2000 
$ $ 
Non-controlling interests include: 
Participating policyholders 1,481 1,444 
Preferred shareholders of subsidiaries 2,099 1,557 
Common shareholders of subsidiaries 3,297 2,476 
6,877 5,477 
Earnings attributable to non-controlling interests include: 
Earnings attributable to participating policyholders 20 27 
Dividends to preferred shareholders of subsidiaries 98 96 
Earnings attributable to common shareholders of subsidiaries 474 459 
592 582 
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Note9. Stated capital 
Millions 
2001 2000 
$ $ 
Non-participating shares 
Cumulative Redeemable First Preferred Shares, 1986 Series (i) 
Authorized = — Unlimited number of shares 
Issued — 1,139,878 (2000 — 1,219,878) shares 57 61 
Series A First Preferred Shares (ii) 
Authorized and issued — 6,000,000 shares 150 150 
Series B First Preferred Shares (iii) 
Authorized and issued — 8,000,000 shares 200 
407 211 


Participating shares 


Participating Preferred Shares (iv) 


ii) 


Authorized = — Unlimited number of shares 
Issued — 24,427,386 shares 27 27 
Subordinate Voting Shares (v) (vi) (vii) 
Authorized — Unlimited number of shares 
Issued — 196,681,452 (2000 — 195,959,622) shares 333 326 
360 353 


Entitled to a quarterly cumulative dividend of one quarter of 70% of 
the prime rate of two major Canadian chartered banks. The shares are 
redeemable by the Corporation at $50 per share. The Corporation will 
make all reasonable efforts to purchase, on the open market, 20,000 
shares per quarter, such number being cumulative only in the same 
calendar year. During the calendar year, 80,000 shares (2000 — 80,000) 
were purchased for cancellation for $4 million (2000 — $4 million). 
The 5.60% Non-Cumulative First Preferred Shares, Series A are entitled 
to fixed non-cumulative preferential cash dividends at a rate equal to 
$1.40 per share per annum. On and after June 11, 2004, the 
Corporation may redeem for cash the Series A First Preferred Shares in 
whole or in part, at the Corporation’s option, at $26.00 per share if 
redeemed on or prior to June 11, 2005, $25.75 if redeemed thereafter 
and on or prior to June 11, 2006, $25.50 if redeemed thereafter and on 
or prior to June 11, 2007, $25.25 if redeemed thereafter and on 
or prior to June 11, 2008 and $25.00 if redeemed thereafter, in each 
case together with all declared and unpaid dividends to the date 
of redemption. 


iii) During the year, the Corporation issued 8,000,000 5.35% Non- 


Cumulative First Preferred Shares, Series B at $25 per share. The 5.35% 
Non-Cumulative First Preferred Shares, Series B are entitled to fixed 
non-cumulative preferential cash dividends at a rate equal to $1.3375 
per share per annum. On and after November 28, 2006, the 
Corporation may redeem for cash the Series B First Preferred Shares in 


iv 


— 


vi) 


whole or in part, at the Corporation’s option, at $26.00 per share if 
redeemed prior to November 28, 2007, $25.75 if redeemed thereafter 
and prior to November 28, 2008, $25.50 if redeemed thereafter and 
prior to November 28, 2009, $25.25 if redeemed thereafter and prior 
to November 28, 2010 and $25.00 if redeemed thereafter, in each case 
together with all declared and unpaid dividends to the date of 
redemption. 

Entitled to ten votes per share; entitled to a non-cumulative dividend 
of 1/%¢ per share per annum before dividends on the subordinate 
voting shares and having the right to participate, share and share alike, 
with the holders of the subordinate voting shares in any dividends in 
any year after payment of a dividend of 1%¢ per share on the subordi- 
nate voting shares. 

Entitled to one vote per share. 

In 2000, 1,030,500 subordinate voting shares were purchased for can- 
cellation pursuant to the Corporation’s normal course issuer bid for a 
total expenditure of $22 million. The excess of the consideration paid 
over the stated value of the shares has been charged to retained earn- 
ings in the amount of $20 million. 


vii) During the year, 721,830 (473,250 in 2000) subordinate voting shares 


were issued under the Corporation's Executive Stock Option Plan for 
a consideration of $7 million ($4 million in 2000). 
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Note 10. Stock based compensation 


i) The Corporation established a deferred share unit plan for the direc- 
tors of the Corporation. Under this plan, each director may elect to 
receive his or her annual retainer and attendance fees, entirely in the 
form of deferred share units, entirely in cash, or equally in cash and 
deferred share units. The number of deferred share units granted is 
determined by dividing the amount of remuneration payable by the 
five-day-average closing price on the Toronto Stock Exchange of the 
Subordinate Voting Shares of the Corporation on the last five days of 
the fiscal quarter (the “value of a deferred share unit”). A director who 
has elected to receive deferred share units will receive additional 
deferred share units in respect of dividends payable on Subordinate 
Voting Shares, based on the value of a deferred share unit at that time. 
A deferred share unit shall be redeemable at the time a director’s mem- 
bership on the Board is terminated or in the event of the death of a 
director by a lump sum cash payment, based on the value of a deferred 
share unit at that time. At December 31, 2001, the value of deferred 
share units outstanding was $0.4 million ($0.1 million in 2000). 


ii) Effective May 1, 2000, an Employee Share Purchase Program (“ESPP”) 


was implemented, giving employees the opportunity to subscribe for 
up to 6 per cent of their gross salary to purchase Subordinate Voting 
Shares of the Corporation on the open market and to have the 
Corporation invest, on the employee’s behalf, a further amount. The 
amount paid on behalf of employees was $0.3 million in 2001 
($0.4 million in 2000). 


iii) Under the Corporation’s Executive Stock Option Plan established on 


March 8, 1985, 11,477,750 additional shares are reserved for issuance. 
The plan requires that the exercise price under the option must not be 
less than the market value of a share on the date of the grant of the 
option. Options have a term of ten years and may be exercised as follows: 
50% one year after the grant date, 75% two years after the grant date and 
100% three years after the grant date except for a grant of 25,000 options 
in 1999 which will become fully vested in 2004 and a grant of 100,000 
options in 2000, which became fully vested at the date of the grant. 


A summary of the status of the Corporation’s stock option plan as at December 31, 2001 and 2000, and changes during the years ended on those dates is 


as follows: 


2001 2000 
Weighted-average Weighted-average 
Options exercise price Options exercise price 
$ § 
Outstanding at beginning of year 8,555,930 15.79 7,485,830 13.91 
Granted 2,381,350 35.31 1,543,350 22.73 
Exercised (721,830) 9.50 (473,250) 8.73 
Outstanding at end of year 10,215,450 20.78 8,555,930 15.79 
Options exercisable at end of year 7,077,450 15.67 6,656,580 13.50 
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The following table summarizes information about stock options outstanding at December 31, 2001: 


Options outstanding Options exercisable 

Range of Weighted-average Weighted-average Weighted-average 

exercise prices Options remaining life exercise price Options exercise price 

$ $ 

7.28 — 12.00 4,315,300 3.1 9.94 4,315,300 9.94 

12.00 — 16.00 290,000 49 14.20 290,000 14.20 

20.00 — 24.00 1,538,800 8.3 22.73 819,400 22.73 

24.00 — 28.00 1,690,000 6.4 27.36 1,652,750 27.40 
32.00 — 35.325 2,381,350 9.3 35.33 

10,215,450 5.9 20.78 7,077,450 15.67 
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Note 11. Pension plans and other post-retirement benefits 


The Corporation maintains funded defined benefit pension plans for certain 
of its employees and agents as well as unfunded supplementary employee 
retirement plans (“SERP”) for certain executives. The Corporation also 


provides post-retirement health and life insurance benefits to eligible 


retirees, agents and their dependants. 


Millions 
2001 2000 
Pension Other Pension Other 
plans benefits plans benefits 
$ $ 5 $ 
Fair value of plan assets 
Balance, beginning of year 2,054 1,949 
Employee contributions 13 10 
Employer contributions 9 7 
Benefits paid (128) (111) 
Return on plan assets 19 188 
Business acquisition 100 
Foreign exchange 18 11 
Balance, end of year 2,085 2,054 
Accrued benefit obligation 
Balance, beginning of year 1,778 265 1,679 252 
Benefits paid (134) (11) (116) (10) 
Current service cost 48 12 49 11 
Employee contributions 15 10 
Interest cost 128 21 119 17 
Experience (gain) loss 7 45 28 (7) 
Business acquisition 91 5 
Foreign exchange 15 3 9 2 
Balance, end of year 1,948 340 1,778 265 
Funded status 
Fund surplus (deficit) 137 (340) 276 (265) 
Unamortized net experience gains (68) 22 (231) 19 
Unamortized net (asset) obligation at transition (4) (8) 
Valuation allowance (29) (21) 
Accrued asset (liability) 36 (318) 16 (246) 
Charge (credit) was determined as follows 
Current service cost 48 12 49 11 
Interest cost 128 21 119 17 
Expected return on plan assets (172) (155) 
Amortization of net experience gains (17) (19) 
Amortization of net (asset) obligation at transition (4) (5) ] 
Valuation allowance 7 4 
(10) 33 (7) 29 
a NS EEE ——————— EEE SSS 
Significant weighted average actuarial assumptions 
Discount rate 6.82% 6.92% 6.93% 7.09% 
Expected long-term rate of return on plan assets 7.91% 7.97% 
Rate of compensation increase 4.76% 4.99% 


ee 


would gradually decrease to a level of 4.5% by 2005 in Canada and to a 
level of 6.5% by 2009 in the United States. 


In determining the expected cost of health care benefit plans, it was 
assumed that health care costs would increase in 2001 by 10% to 11% in 
Canada and by 7.2% in the United States. It is assumed that these rates 
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Note 12. Other income, net 


Millions 
2001 2000 
$ $ 
Share of Pargesa's gains on disposal of long-term investments, net 72 60 
Gain resulting from dilution of Power Financial Corporation's interest in Investors Group (Note 22) 231 
Restructuring charges (Note 22) (96) 
Gain on disposal of communication assets (a) 149 
Other (b) (16) 
191 209 
(a) In 2000 PTIC sold all of its communication assets for proceeds of $192 million. 
(b) Other includes a provision related to Gesca’s decision to outsource printing operations. 
Note 13. Income taxes 
The following table reconciles the statutory and effective tax rates: 
2001 2000 
Combined basic Canadian federal and provincial tax rate 42.6% 43.4% 
Non taxable investment income (3.5) (1.7) 
Equity in net earnings of affiliate (2.2) (2.3) 
Lower effective tax rates on income not subject to tax in Canada (0.7) (3.0) 
Dilution gain (4.8) 
Miscellaneous including Large Corporation's Tax 1.4 0.2 
32.8% 36.6% 
Millions 
2001 2000 
Components of income tax expense are: 
Current income taxes 670 895 
Future income taxes (recovery) (7) (140) 
663 755 
Future income taxes consist of the following temporary differences: 
Policy liabilities 102 105 
Restructuring costs 51 
Portfolio investments 235 294 
Loss carry forwards 43 38 
Other future income tax assets 112 16 
Future income tax assets 543 453 
Deferred selling commissions (243) (31) 
Other future income tax liabilities (70) (37) 
Future income tax liabilities (313) (68) 
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As at December 31, 2001, the Corporation has available non-capital tax loss used indefinitely to offset future capital gains of approximately $63 million. 


carry forwards of approximately $91 million, expiring at various dates to A future tax asset of $43 million has been recognized in respect of these 
2008. In addition, a subsidiary has capital loss carry forwards that can be losses. 
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Note 14. Earnings per share 


The following is a reconciliation of the numerators and the denominators of the basic and diluted earnings per participating share computations: 


Millions 
For the twelve months ended December 2001 2000 
$ $ 
Net earnings 618 657 
Dividends on non-participating shares (12) (12) 
Net earnings available to participating shareholders 5 : 


Weighted number of participating shares outstanding (millions) 


— basic 220.8 220.2 
Exercise of stock options 10.2 8.6 
Shares repurchased (6.0) (3.5) 
Weighted number of participating shares outstanding (denominator) (millions) 

— diluted 225.0 225.3 
Note 15. Fair value of financial instruments and risk management 


The following table presents the fair value of the Corporation’s financial 
instruments using the valuation methods and assumptions described 
below. Fair value represents the amount that would be exchanged in an 
arm’s length transaction between willing parties and best evidenced by a 


quoted market price, if one exists. Fair values are management's estimates 
and are generally calculated using market conditions at a specific point in 
time and may not reflect future fair values. The calculations are subjective 
in nature, involve uncertainties and matters of significant judgment. 


Millions 
2001 2000 

Book Fair Book Fair 

value value value value 

Assets $ $ 5 $ 
Cash and cash equivalents 2,590 2,590 2,024 2,024 
Investments 50,059 51,354 47,287 48 362 
Other financial assets 5,787 5,801 4864 4874 
Total financial assets 58,436 59,745 54,175 55,260 
Liabilities $ $ $ S 
Policy liabilities 47,599 49,038 45,099 46,106 
Deposits and certificates 671 682 219 221 
Long-term debt 2,544 2,589 1,026 1,021 
Other financial liabilities 4,306 4,302 3,033 3,033 
Total financial liabilities 55,120 56,611 49,377 50,381 
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Fair value is determined using the following methods and assumptions: 

The fair value of temporary financial instruments is assumed to be 
equal to book value due to their short-term maturities. These include cash 
and cash equivalents, dividends and interest receivable, and premiums in 
the course of collection. 

Shares and bonds are valued at quoted market prices, when available. 
When a quoted market price is not readily available, alternative valuation 
methods may be used. Mortgage loans are determined by discounting the 
expected future cash flows at market interest rates for loans with similar 
credit risk. 


The fair value of policy liabilities is based on the fair value of the assets 
of Lifeco supporting them. 

Deposit liabilities are determined by discounting the contractual cash 
flows using market interest rates currently offered for deposits with similar 
terms and credit risks. 

Long-term debt is determined by reference to current market prices for 
debt with similar terms and risks. 
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Note 16. Off balance sheet financial instruments 

The Corporation, in the normal course of managing exposure to fluctua- 
tions in interest rates, foreign exchange rates and market risks, is party to 
various derivative financial instruments, the notional amount of which is 


not recorded on the balance sheet. The following table summarizes the 
portfolio of off balance sheet financial instruments at December 31: 


Millions 

’ Notional Amount Total 

1 year or 1=5 Over 5 Maximum estimated 

2001 less years years Total credit risk fair value 
$ $ $ $ $ $ 

Interest rate contracts 1,144 3,129 163 4,436 55 27 
Foreign currency contracts 1,034 1,286 435 2,755 57 (78) 
Equity index contracts 193 93 286 67 65 

Forward sales 10 17 27 1 
Share options purchased 65 67 132 27 27 
Share options written 86 82 168 (24) 
2,532 4,674 598 7,804 207 17 
2000 Millions 

$ $ 3 $ $ $ 

Interest rate contracts 692 BSS) 536 4,165 31 19 

Foreign currency contracts 1,018 909 658 2,585 70 

Equity index contracts 139 96 96 331 87 82 
Share options purchased 163 139 302 108 108 
Share options written 220 175 395 (22) 
2,232 4,256 1,290 7,778 296 188 


The amount subject to credit risk is limited to the current market value of the 
instruments which are in a gain position. The maximum credit risk is pre- 
sented without giving effect to any netting agreements or collateral arrange- 
ments and does not reflect actual or expected losses. The total estimated fair 
value represents the total amount that the Corporation would receive (or 
pay) to terminate all agreements at year-end. However, this does not repre- 
sent a gain or loss to the Corporation as the hedged position is matched to 
certain of the Corporation’s assets and liabilities. All counterparties are 
highly rated financial institutions on a diversified basis. 

The fair value of derivative financial instruments is based on quoted 
market prices, when available, prevailing market rates for instruments with 
similar characteristics and maturities, or net present value analysis. 


Since July 1, 2001 (refer to Note 1), the Company securitized residential 
mortgages of $38 million resulting in recognition of a net gain on sale of 
$1 million. The Company’s retained interest, which consists of its rights to 
future cash flows, had a fair market value of $8 million at December 31, 
2001. The key assumptions used to measure fair value at the date of securi- 
tization were a prepayment rate of 7.00% an excess spread of 1.25%, and a 
discount rate of 5.52%. There are no expected credit losses. 

The following table summarizes the amount of loans securitized at 
December 31: 


Millions 
2001 2000 
$ $ 
Residential mortgages 620 670 
Mortgage-backed securities 382 
Personal loans 42 
1,044 670 
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Note 17. Contingent liabilities 


The Corporation and its subsidiaries are subject to individual legal actions 
arising in the normal course of business. It is not expected that any of these 
legal actions will have a material adverse effect on the consolidated finan- 
cial position of the Corporation. 

In addition, at December 31, 2001 there are three proposed class 
actions against Great-West (one in each of British Columbia, Ontario and 
Quebec) related to the availability of policyholder dividends to pay future 
premiums on participating life insurance policies purchased from London 
Life. Estimated future settlement benefits of $180 million and expenses 
related to the administration of the settlement in the amount of $20 mil- 
lion have been fully provided for in existing reserves in London Life’s par- 


ticipating account. Actual results could differ from those estimates. There 
is also a proposed class proceeding in Ontario against Lifeco, Great-West, 
London Insurance Group and London Life regarding the participation of 
the London Life Participating Policyholder account in the financing of the 
acquisition of London Insurance Group in 1997 by Great-West. The Courts 
have not yet decided whether any of these actions will proceed as a class 
action. These actions are in their early stages, and it is difficult to predict 
their outcome with certainty. However, based on information presently 
known, it is not expected that any of these actions will have a material 
adverse effect on the consolidated financial position of the Corporation. 


Note 18. Commitments 


Clients residing in the United States are required pursuant to their insur- 
ance laws to obtain letters of credit issued on London Reinsurance 
Group’s (LRG), a subsidiary of London Life, behalf from approved banks in 
order to further secure LRG’s obligations under reinsurance contracts. 

LRG has a syndicated letter of credit facility providing U.S. $1.5 billion 
in letters of credit capacity. The facility has two tranches. One tranche, in 
the amount of U.S. $1.1 billion, is for a one-year term to November 5, 2002. 
The second tranche, for U.S. $400 million, has a remaining two-year term 
to October 27, 2003. Under the terms and conditions of the facility, collat- 


eralization may be required dependant on the future credit ratings of spe- 
cific LRG subsidiaries and London Life or if a default under the letters of 
credit agreement occurs. LRG has issued U.S. $710 million in letters of 
credit under the one-year term tranche and U.S. $395 million under the 
two-year term tranche as at December 31, 2001. LRG had issued U.S. $1.1 
billion under a previous letter of credit facility at December 31, 2000. In 
addition, LRG has other bilateral letter of credit facilities totalling U.S. $40 
million. Bonds and debentures in the amount of Cdn $15 million have 
been pledged to support these letters of credit. 


Note 19. Special charges 


The Corporation’s results include a non-recurring charge of $204 million 
pre-tax ($133 million after tax) related to Alta Health & Life Insurance 
Company (Alta), an indirect wholly owned subsidiary of Lifeco. In addition, 


the Corporation’s results include operating losses of $32 million after-tax 
related to Alta. 


Note 20. Events of September 11, 2001 


The Corporation’s results include a charge of $73 million after tax 
related to claims provisions from the events of September 11, 2001, 
related to the reinsurance business. 
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Note 21. Segmented information 


The following strategic business units constitute the Corporation’s 
reportable operating segments: 

Great-West Lifeco Inc. offers, through Great-West and LIG in Canada 
and GWL&A in the United States, a wide range of life insurance, health 
insurance, retirement and investment products, as well as reinsurance and 
specialty general insurance products to individuals, businesses and other 
private and public organizations. 

Investors Group offers a comprehensive package of financial planning 
services and investment products to its client base. Investors Group 
derives its revenues from a range of sources, but primarily from manage- 
ment fees, which are charged to its mutual funds for investment advisory 
and management services. Investors Group also earns revenue from fees 


Parjointco N.V., holds the Corporation’s interest in Pargesa Holding 
S.A., a holding company which holds diversified interests in a limited 
number of major communications, specialty minerals and utility energy, 
companies based in Europe. 

Other is made up of corporate activities of the Corporation, Power 
Financial, Gesca Ltée and Power Technology Investment Corporation. Other 
also includes consolidated adjustments. 

The accounting policies of the operating segments are the same as 
those described in the summary of significant accounting policies. The 
Corporation evaluates the performance based on the operating segment’s 
contribution to consolidated net earnings. Revenues and assets are attrib- 
uted to geographic areas based on the point of origin of revenues and the 


charged to its mutual funds for administrative services. location of assets. 
Information on profit measure Millions 
December 31, 2001 Lifeco Investors Parjointco Other Total 
Revenues $ $ $ $ $ 
Premium income 10,477 10,477 
Net investment income 3,713 135 198 4,046 
Fees and media income 1,858 1,649 330 3,837 
16,048 1,784 528 18,360 
Expenses 
Insurance claims 12,030 12,030 
Commissions, other operating expenses 2,761 1,017 409 4,187 
Special charges 204 204 
Interest expense 73 68 141 
14,995 1,090 477 16,562 
1,053 694 51 1,798 
Share of earnings of affiliate 33 33 
Other income — net (96) 7p 215 191 
Earnings before income taxes, amortization of goodwill 
and non-controlling interests 1,053 598 105 266 2,022 
Income taxes 397 253 13 663 
Amortization of goodwill 66 72 11 149 
Non-controlling interests 324 159 35 74 592 
Contribution to consolidated net earnings 266 114 70 168 618 
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Information on asset measure Millions 

December 31, 2001 Lifeco Investors Parjointco Other Total 
$ $ $ $ $ 

Total assets 59,159 6,122 1,406 2,043 68,730 

Assets under administration 38,867 75,044 113,911 
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Notes to Consolidated Financial Statements 


Note 21. Segmented information (continued) 


Information on profit measure Millions 
December 31, 2000 Lifeco Investors Parjointco Other Total 
Revenues § $ S $ § 
Premium income 9,976 9,976 
Net investment income 3,649 122 184 3,955 
Fees and media income 1,641 1,075 238 2,954 
15,266 1,197 422 16,885 
Expenses 
Insurance claims 11,374 11,374 
Commissions, other operating expenses 2,639 687 311 3,637 
Interest expense 3 59 62 
14,013 690 370 15,073 
i253 507 52 1,812 
Share of earnings of affiliate 44 44 
Other income — net 60 149 209 
Earnings before income taxes, amortization of goodwill 
and non-controlling interests 1,253 507 104 201 2,065 
Income taxes 451 223 81 755 
Amortization of goodwill 65 6 71 
Non-controlling interests 404 150 34 (6) 582 
Contribution to consolidated net earnings 333 134 70 120 657 
Information on asset measure Millions 
December 31, 2000 Lifeco Investors Parjointco Other Total 
$ $ $ § $ 
Total assets 55,754 1,691 1,296 1,891 60,632 
Assets under administration M/S) 44,498 81,657 
Geographic information Millions 
United 
December 31, 2001 Canada States Europe Total 
$ $ $ $ 
Revenues 12,406 5,954 18,360 
Investment in affiliate, at equity 1,406 1,406 
Goodwill 4,795 66 4,861 
Total assets 42,855 24,469 1,406 68,730 
Assets under administration 94,137 19,774 113,911 
eee a 
December 31, 2000 
Revenues 10,776 6,109 16,885 
Investment in affiliate, at equity 1,296 1,296 
Goodwill 1,735 77 1,812 
Total assets 36,709 22,627 1,296 60,632 
Assets under administration 63,180 18,477 81,657 
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Notes to Consolidated Financial Statements 


Note 22. Acquisitions 


(a) Effective January 1, 2000, GWL&A coinsured the majority of General 
American Life Insurance Company’s (General American) group life and 
health insurance business which primarily consists of administrative 
services only and stop loss policies. The agreement converted to an 
assumption reinsurance agreement January 1, 2001. GWL&A assumed 
approximately $225 million of policy reserves and miscellaneous 
liabilities in exchange for $225 million of cash and miscellaneous 
assets from General American. 


(b) On April 7, 2000, Pargesa Holding S.A.’s affiliates, Groupe Bruxelles 
Lambert S.A. (GBL) and Electrafina $.A., Bertelsmann AG of Germany 
and Pearson plc of England announced that they had agreed to merge 
CLT-UFA and Pearson Television into Audiofina S.A. Following the com- 
pletion of the merger, which became effective in July 2000, Audiofina 
S.A., which was renamed RTL Group, became the parent company of 
the new group with GBL/Electrafina S.A. holding a 30 per cent interest 
in RTL Group. 


(c) In January 2001, Gesca finalized the acquisition from Hollinger 
Canadian Newspapers of Unimédia. At the same time, Gesca 
announced the sale of all of its 24 weekly newspapers to G.T.C. 
Transcontinental Group. 


(d) On February 5, 2001, Power Financial and the Frere group announced 
that GBL and Bertelsmann AG had agreed to a share exchange of GBL’s 
30 per cent interest in the RTL Group for a 25 per cent interest in 
Bertelsmann AG, the holding company of the Bertelsmann AG group. 
This transaction became effective July 2, 2001 and as a result, 
Bertelsmann AG increased its interest in RTL Group to 67 per cent. 


(e) Effective April 20, 2001, Investors Group Inc. acquired all of the 
outstanding common shares of Mackenzie Financial Corporation 
(Mackenzie), a Canadian financial services company, for a cash 
consideration of $3.202 billion and the issue of 38,802,952 common 
shares of Investors Group which represented a total consideration of 
$3.991 billion including transaction costs. Consideration paid 
consisted of the following: 


(in millions of dollars) 


Cash . 7 ¥ 427 
Bridge credit facility 897 
Bank term loan 550 
Issue of debentures 600 
Issue of preferred shares 360 
Issue of common shares 368 
Total cash consideration a as 3202 
Fair value of share exchange 789 
Total consideration ] =. ae ; —S 991 


To support this transaction, on April 19, 2001 Great-West invested $230 
million to acquire 9,200,000 common shares of Investors Group, while 
Power Financial Corporation invested $138.3 million to acquire 5,532,000 
common shares. 

The acquisition was accounted for by the purchase method and the 
results of Mackenzie’s operations have been included in the 
consolidated statement of income from the date of acquisition. 

Details of the consideration given and the preliminary assessment 
of the fair values of the net assets acquired are as follows: 


(in millions of dollars) 


Fair value of assets acquired 


Cash and cash equivalents 600 
Securities 47 
Mortgages and loans 427 
Deferred selling commissions 585 
Other assets 132 
1,791 

Less liabilities assumed and non-controlling interest 
Deposits 423 
Other liabilities 215 
Future income taxes 194 
Restructuring charge allocated to purchase price 24 
Non-controlling interest 14 
870 
Fair value of net assets acquired 921 
Goodwill and intangibles 3,070 
Total purchase consideration 3,991 


The purchase price has been allocated preliminarily to tangible assets 
acquired and liabilities assumed based on their estimated fair values as 
of the acquisition date. The excess of consideration paid over the esti- 
mated fair value of net assets acquired has been recorded as goodwill. 
The final allocation of the purchase price will be determined after 
appraisals and a comprehensive evaluation of the fair value of the 
assets acquired and liabilities assumed are completed. 

Investors Group has commenced the integration and rationalization 
of its administration, systems and operations. Estimated costs of 
$96 million ($56 million after tax) were charged to earnings in the 
second quarter of 2001. These costs include severance and related 
expenses, decommissioning of systems, and restructuring certain 
businesses. At December 31, 2001, the unexpended portion of the 
restructuring provision was $85 million. 

As a result, Power Financial Corporation recorded a dilution gain 
of $231 million. 


Notes to Consolidated Financial Statements 


Note 23. Subsequent events 


Early in 2002, Gesca entered into two agreements. Under the first, Gesca 
will outsource the printing of La Presse and its related products for an 
initial period of 15 years, with provision for renewal. Under the second 
agreement, which is subject to due diligence and regulatory approval, 


Gesca will sell three commercial printing plants. In conjunction with 
these sales, Gesca signed a long-term contract to outsource the printing of 
Le Soleil, Le Nouvelliste, and Le Drott. 


Auditors’ Report 


We have audited the consolidated balance sheets of Power 
Corporation of Canada as at December 31, 2001 and 2000 and the 
consolidated statements of earnings, retained earnings and cash 
flows for the years then ended. These financial statements are the 
responsibility of the Corporation’s management. Our responsibility 
is to express an opinion on these financial statements based on 
our audits. 

We conducted our audits in accordance with generally accepted 
auditing standards in Canada. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant 


Montréal, Québec 
April 8, 2002 


estimates made by management, as well as evaluating the overall 
financial statement presentation. 

In our opinion, these consolidated financial statements present 
fairly, in all material respects, the financial position of the 
Corporation as at December 31, 2001 and 2000, and the results of 
its operations and its cash flows for the years then ended in 
accordance with generally accepted accounting principles 
in Canada. 


Deloitte & Touche LLP 
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Five-Year Financial Statistics December 31 


Millions 
2001 2000 1999 1998 1997 
$ $ $ § $ 
Consolidated balance sheets 
Cash and cash equivalents 2,590 2,024 1,905 1,978 1,914 
Consolidated assets 68,730 60,632 57,908 58,925 55,849 
Shareholders’ equity 4,692 3,938 3,450 3,145 2,640 
Consolidated assets and assets under 
administration 182,641 142,289 132,286 123,383 111,490 
Consolidated statements of earnings 
Revenues 
Premium income 10,477 9,976 8,526 9,237 4,587 
Investment income 4,046 3)955 3,795 3,698 2,361 
Fees and media income 3,837 2,954 2,430 2,120 1,678 
18,360 16,885 14,751 15,055 8,626 
Expenses 
Paid or credited to policyholders 12,030 11,374 9,936 10,680 5,/23 
Operating expenses 4,187 3,637 3,205 2,983 2,062 
Special charges 204 
Interest 141 62 91 89 76 
16,562 15,073 13,232 1Byi52 7,861 
Share of earnings of affiliate 33 44 46 46 43 
Other income — net 191 209 207 158 (35) 
Income taxes 663 755 547 492 122 
Amortization of goodwill 149 7) 65 66 15 
Non-controlling interests 592 582 - 627 529 305 
Net earnings 618 657 533 420 331 
Per participating share Dollars 
Operating earnings before amortization 
of goodwill and non-recurring items 2.87 2.50 1.92 9 1.20 
Net earnings 2.74 2.93 2.36 1.88 1.50 
Dividends 0.675 0.575 0.49 0.44 0.40 
Book value at year-end 19.38 16.91 14.64 13.83 11.65 
Market price (Subordinate Voting Shares) 
High 39.33 37.50 35.40 37.50 26.00 
Low 29.50 19.10 21.70 21.75 13.40 
Year-end 38.96 37.00 24.75 33.20 25.60 
Quarterly Financial Information 
Total Net Earnings per Earnings per 
revenues earnings share — basic share — diluted 
(in millions of dollars) (in dollars) 
2001 
First quarter 4,239 163 0.72 0.71 
Second quarter 4,627 224 1.01 0.97 
Third quarter 4,579 151 0.67 0.66 
Fourth quarter 4,915 80 0.34 0.34 
2000 
First quarter 3,992 132 0.59 0.58 
Second quarter 4,073 226 ~ 101 1.00 
Third quarter 4,152 161 0.72 0.70 
Fourth quarter 4,668 138 0.61 0.60 
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Transfer Agent and Registrar 
Computershare Trust Company of Canada 


8th Floor, 151 Front Street West 
Toronto, Ontario, Canada M5J 2N1 
(416) 981-9633 


Place Montréal Trust 

6th Floor, 1800 McGill College Avenue 
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(514) 982-7555 


510 Burrard Street 
Vancouver, British Columbia, Canada V6C 3B9 
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Web site 
Visit our Web site at: www.powercorp.com 


Corporate Information 

Additional copies of this annual report as well as copies of the annual 
reports of Power Financial Corporation, Great-West Lifeco Inc., The Great- 
West Life Assurance Company, London Insurance Group Inc., London 
Life Insurance Company, Investors Group Inc. and Pargesa Holding S.A. 
are available from: 


The Secretary 
Power Corporation of Canada 
751 Victoria Square 
Montréal, Québec 
Canada H2Y 2J3 

or 

Suite 2600 
Richardson Building 
1 Lombard Place 
Winnipeg, Manitoba 
Canada R3B 0X5 


Shareholders with questions relating to the payment of dividends, change 
of address and share certificates should contact the Transfer Agent. 


Stock Listings 

Shares of Power Corporation of Canada are listed on the Toronto Stock 
Exchange, under the following listings: 

Subordinate Voting Shares: POW 

Participating Preferred Shares: POW. PR.E 

First Preferred Shares 1986 Series: POW. PR.F 

First Preferred Shares, Series A: POW. PR.A 

First Preferred Shares, Series B: POW.PR.B 


Power Corporation has been designated “A Caring Company” by Imagine, 
a national program to promote corporate and public giving, volunteering 
and support in the community. 


Se 


-— o 
a 
t 


oe 


i. 


——— 


Se 


® . % 
av? ae a 7 
~ ae A AY 
ue eh 
ros = et 
4 = 
od taal aon 
: ti 
on j 
Oh ae 
‘ uy re 
x] 
iy 
& 7 
of 
a - 
4 
a ‘ 
' 
{ 
v i 
eas 
a 
* 
«e : te 
an eH ge” 
ies Co ay 
- Bal. ¥ — — a ¢: 


ape og me 
Ps a 


= ree 


ef, 


ce 


- 3 nds 4 
. 
s 
ee eae 
= 
[5] 
a 
‘ ~ se] 
ry : a ’ 
1 3 + 
= eo a a SN reer ee er) gS a a me et en ——. ent ee. —e aa =) 
‘ < om : m=} 
a Vi Hs & £ a 
to Sey ‘= 
. A a = 


ANADA 


! 
| report are p 


is annua 
PRINTED IN C 


. 


of th 


“> a = s 
ae rie ee 
se a > " : . bi 
; ak fa ee : aa <S. ‘ 
- wey co é 4 = 
; ue v= i$ ao] 
dag a es = ~ Le . _ a a ~~ 
— ; - - Lew — “ 
. - oad Se et ; = ri i A 4 
ae. 2 - ' a aes 4 
~ a > 7. \% 


